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is published to advance 
sound thinking in the fields of insurance law 
relating to Life, Health and Accident, Fire and 
Casualty, Automobile, and Negligence, and to 
review unfolding developments of interest and 
importance. Thus, the JOURNAL presents 
timely articles on pertinent subjects of insur- 
ance law, digests of recent decisions, com- 
ments on pending legislation and other 
features reflecting the changing scene of 
insurance law. 


In the interest of stimulating current thought 
and frank discussion of significant relevant 
topics in insurance law, the JOURNAL's pages 
are made freely available. No editorial re- 
sponsibility is assumed for the ideas and opin- 
ions set forth. On this basis contributions are 
invited. 
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their liberties but under some 
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Legal Problems of Insurance Agents— 


Claims 


Reporting to our readers this month 
Charles UW’, Tye, of Joseph Froggatt « 
Newark, Nex 


l aeeor 
ferse\ 


Company, 


| NSURANCE AGENTS, particularly in 
the casualty field, should have a working 
knowledge of the procedures to be followed 


when an accident or other contingency occurs 
which results in a claim by or against the 
insured. 

first to the 
ward the report to the claim department of 
should be 


insured are to be 


Frequently the claim is reported 


agent who should, of course, for 


avoided it 
fully 
Of course, the agent will normally 


I Yelay S 


of the 


the carrier 


protec ted 


take a passive role in the ultimate adjust 


ment of the claim, leaving to the adjuster 


following through on 
should 


and 


ive duty of 
The agent expect the 
courteously expeditiously 


the claim, but there are areas 
between the 
juster which should be clearly 


Wh 


si 
should ex rcise¢ 


conflict agent and the ad- 


understood. 


re areas of conflict exist, the agent 


to be 
any real assistance to the adjuster or to 


real restraint if he 
the company’s claims attorney- this 
the fact that the 
a valued client of the For example, 
it frequently happens that the insured, 


and 
Irrespective of insured 1s 
agent 
through 
the possible lack of knowledge by the agent, 
does not have proper or adequate insurance 
suffered. In such 


loss 


coverage for the 


cases, the agent should cooperate to the 
end that the adjuster and the insured may 


Also, it 


be that the policy excludes certain types of 
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be apprised of all the facts. may 


agent should be given the oppor 
this to his 
claim is summarily 


losses. The 


tunity of explaining insured 


before the rejected by 


the adjuster 


Claim procedure would be greatly 
dited if the 


would 


expe- 

writes the busi 
explain the 

premise tl 


agent, when he 
take the 
coverage 


ness, time to 


extent of the on the la 


the average insured never bothers to read 
One of the frequent sources 
to the 
chagrin of the 


loss to the 


his or her policy 
lack of coverage, 
and the 
third-party 


of litigation is due 


much to the agent 


financial insured o1 


claimants. In this regard, the agent should 


be most cautious that in his zeal to be help- 


ful he does not innocently commit the car 


rier to a course of action inconsistent wit! 


the terms of the policy or contrary to estab 


lished claim procedures. These basic rules 


should be followed bv the agent 


(1) Report losses promptly without pri 


commitment to the insured. 


(2) Make an effort to educate the insured 


as to the extent of his insurance coverage 


efforts of 
the adjuster, but assume an interested pas 


3) Do not unduly hamper the 


sive role 


that the adjuster must abide 


terms ot the 


(4) Realize 
by the policy, and that it is 
the privilege of the company, not the agent, 


to waive the terms of the policy 


(5) In the event of a suit, be aware of the 


fact that the company’s counsel may take 
certain legal steps to protect the company’s 
to defend 


More often than not, the insured 
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right when there is doubt as to 


coverag¢ 





will not understand these necessary legal 
steps. 

(6) Be familiar with the subrogation rights 
of the carrier. Frequently, the deductible 


portion of the collision loss, for example, 
will be recovered through subrogation, When 
this is done, the will refund the 
deductible portion to the insured. If the 
will outline the recovery process to 
the insured, will be a better under- 
standing of the situation by the client. 


Carrier 


agent 


there 


The following is a brief description ot the 
claim procedures of the claim department of 
an average casualty insurance company. Of 


necessity the procedures will vary as re 
spects different lines of business. To avoid 
lengthy discussion of all these lines, the 
following comment will be limited to lia- 


bility claims, burglary claims and workmen’s 


compensation claims 


Liability Claims 


Liability cases are those in which some- 
insured suffers damage 
of the policyholder 
In handling so-called third-party claims, the 
claim procedures move much 


in the 


than the 
or injury by 


one other 
some act 
slower than 
case of direct loss or injury to the 
insured, since the question of liability as 
involved. A thorough 
into all the facts of the cas« 
must precede any decision as to the liability 
of the insured. 


Che 


under 


well as Coverage 15 


investigation 


first 
the policy terms. It must be decided 
whether the 


step is to determine coverage 


event occurred within the pol- 
icy period and, if so, 


the type 


whether the event is 


insured against. It must also be 


determined whether the insured has vio 


lated any of the conditions or warranties 
contract of insurance. It 
this respect, that the 


notify the company ot 


contained in the 
is most 


insured 


important, in 
promptly 
the accident or other occurrence. The in 


should ec 


with the 


surance agent ontinue to impress 


his clients importance of prompt 
notice in view of the need to promptly in- 
vestigate the 


Failure to 


matter, secure 


prompt 


witnesses, etc 


give notice May create 


defenses to coverage by the carrier 
though the 
covered by the policy 

After decided upon, then a 
detailed investigation is started. This in- 
cludes interviewing witnesses, checking police 
hospital photographs 
and making surveys to establish the exact 
prevailing at the time of the 
The latter is especially important 


bodily 


even 
accident is otherwise of the type 


coverage is 


and records, taking 
conditions 
accident. 
in the case of 


injury claims, as dis 


Report to the Reader 


THIS ISSUE IN BRIEF 
The 
publish most of the papers presented 


JOURNAL is again pleased to 


law conference 
Miami, Florida 


the fifth to be 


largely 


at the annual insurance 
of the University of 

This year’s conference, 
held at the 


devote d to a 


university, was 
install 
credit life 


The sym- 


symposium on 


ment sales and 


and 


insurance 
disability insurance 
posium was prepared under the joint 
auspices of the university’s law school 
credit life and 
disability insurance indu { 
of Richard B Edward A. Dun- 
bar, J. Reuben Darr, William J. Walsh 
ind Arthur J. Cade. A proposed model 
bill for the credit life 
and disability page 376 
of this filed with a 
subcommittee of the National Associa- 
tion of i 


and a committee of the 
stry made up 


Doss, 


regulation of 
insurance 


issue) has 


(see 


bee n 


Insurance Commissioners by 


the Consumer Credit Insurance As- 
sociation. Professor Herbert A. Kuvin 
ot the university was conference di- 
rector. His paper “Surplus Line In- 


I 
surance” is also included in this issue. 


tinguished from 


When 


the claim 


property damage claims 
secured, 
whether a 
valid claim has been presented and whether 
an adjustment should be made or attempted 


In this regard, the rules of 


sufficient facts have been 


department decides 


recovery in 


various states may differ, depending upon 


whether contributory negligence is a bar 
1 


to recovery Or causes Only a 


of the amount of 


mitigation 
to be awarded. 
here also may be the problem of compara- 


damages 
t involved. The agent should 
be familiar with the laws in the jurisdiction 
in which he 


ive negligence 


operates if he is to render 


proper service to his clients in writing the 


necessary coverages to cover the above- 
mentioned contingencies 
After all these matters have been con- 


claim value must 


Little 


property damage claims ar¢ 


sidered, a be placed on 


the case. difficulty is presented where 
The 
and 


However, bodily in- 


: 
involved 
amount of damages can be reasonably 
accurately determined. 


jury cases are often most difficult to evalu- 
ate due to the many elements involved in 
any given case. Different rules apply in 


various jurisdictions as to what constitutes 


the measure of damages. ‘Thus, in some 


jurisdictions gross negligence may result in 
punitive damages 


Also, in 


in addition to regular 


the rules 
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damages. death cases 





states. For example, in 
there is no limit to the 


which may be 


among the 
jurisdictions 


vary 
some 
award given in death cases, 


whereas limits are imposed in other states. 

The agent should realize that the carrier 
is not in business to pay grossly exaggerated 
whether direct or third-party. Much 
litigation could be avoided if agents would 
undertake to their 
company’s claim procedures in this respect. 


claims, 


advise clients of the 
If the case does go to litigation, irrespective 
settle it, then the 
should impress upon the insured the 
real necessity of completely cooperating with 


of attempts to reasonably 
agent 
undertaken the de- 


arrier which has 


Workmen's Compensation Claims 


Claims under the workmen’s compensa- 
tion laws represent the largest in bulk. They 
difficult to administet 
a claim department standpoint. This 
is partly due to the fact that legis 
involved and the laws are 


changed to throw 


are also the most 
from 
social 
lation is being 
continually legal 


worker who may be 


additional 
protection around tne 


injured in covered employment. There are 


also certain statutory which 
eaishit 


Stand 


presumptions 
unless competent rebuttal evidence 1s 
introduced by the employer 
the following 


For example, 


presumptions exist in many 
jurisdictions: (1) that the claim comes within 
the provisions of the law, (2) that adequate 


notice of the claim has been given, (3) that 


the employee did not willfully injure him- 
self, (4) that intoxication was not the sole 
, that 
claimant 


cause of the accident and (5) verified 


medical reports of the constitute 


prima-facie evidence as to the nature and 


extent ot the myjury 


that the 
libe rally 


favor of the claimant, and this assump 


It can generally be assumed 


compensation laws will be construed 


tends to hold down litigation except as 


respects the statutory phrase “for injuries 


accidentally sustained” and “arising out of, 


Whethet 


and in the 


in the course of, employment.” 


$e cur 


employment has 


injury did during 


rse ot caused a great 
litigation throughout the 
as to the construction of the 
compensation laws, the court in Waters et 
al. v. Wilham J. Taylor Company et al., 218 


N. Y. 248, 112 N. E. 727, 


“Reliet generally speaking, is 


volume ot coun 


try. However, 


said: 
under it, 


ot based on the negligence of the em 


ployer, or limited to the absence of negli 


gence on the part of the employé. It rests 


he economic and humanitarian principles 


compensation should be given at the 


expense of the business to the employé or 
his representatives for earning capacity de 
stroyed by an accident in the course of o1 
connected with his work, and this not only 
benefit, but for the benefit of 
the state, which otherwise might be charged 
with his support. This purpose ought not 
to be defeated by placing too narrow a limit 
upon the nature of the acts will be 
regarded as pertaining to his employment.” 


There should be 


these laws by 


for his own 


which 


careful compliance with 
both the employer and the 
employee, since compensation will be awarded 
or withheld in many cases depending upon 
the existence or nonexistence of seemingly 
immaterial 
point 


facts or conditions. Agents should 
both the em- 
ployer and the employee as to the respective 


rights 


these matters out to 


involved. For example, one of the 
pitfalls facing an employer in some juris 
that once the employet 
starts paying compensation, it must be con 
tinued until there a hearing. This 
may take months, and if the payments wert 
incorrectly little 


dictions is the fact 
has been 


made there is chance of 


recoupment. 


Burglary Claims 


Except in fraud 
settling of proving 
that the loss was within the contemplated 


coverage of the 


cases, the problem ot 


burglary claims is one 
policy and then of arriving 
at a value of the article at the time of loss 
Since values of articles may fluctuate up or 
down, the agent can be helpful to the ad 
juster in assisting him tactfully in arriving 
from the insured’s 


at a satisfactory value 


standpoint. This is especially the case where 
diamonds and other precious stones are in- 
volved. The 


agent should always carefully 


describe valuable articles of this kind when 
the policy is first written, since an accurate 
description will assist in the 
stolen articles It 


mind that 


recovery ot 
should also be kept in 
many insurance contracts give 
the insurance company the 


If the 


quently a saving may be had by purchasing 


right to replace 
a stolen article. insured assents, tre 


a similar article. In all theft cases, of course, 


the agent should impress upon the insured 
the importance of cooperating not only with 


the carrier but also with the police authorities 


In conclusion, an agent can be most help 
ful to the claim department of the 
pany, to the adjuster as 
public if he earnest 
attempt to understand claim procedures. If 
cannot help but reflect credit 
to his agency and to the companies repre- 


sented. [The End] 
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com- 
well as to the 
insuring makes an 


he does, he 





Committee on Atomic Energy 
2051 amendment 
amend tl Atomic Energy 


damage 


1983) would 
e limitation 
to provide 
est in certain insurance be 
liability Che bill 
senate Commiuttes n ite! ‘ a 


Inimerce 


ijured per 


1 Neuberger 1 f he procee: 


ast 


} 
lamages Io! 
course, would 


urts of law 


H. R 


Mmsurance 


acter trom 1ssul 


t10on, and ac 
ottom rcean, and tl canceled 


ison 


after the Morro Castle disaste1 


March 3, 1851, was amen: 


pavment 


ims, if 


What the Legislators Are Doing 


isual manner, 


é 





the following: H. R. 7601 would amend 
Title II of the act to provide that entitle- 
ment to state workmen’s compensation benefits 
shall not individual from re- 
ceiving full disability-insurance benefits (or 
child’s insurance benefits on disability) un- 
der such title. H. R. 7602 would amend 
Pitle II to include Rhode Island and Cali- 
fornia among the states which are permitted 


prevent an 


to divide their retirement systems into two 
parts so as to obtain social security cover- 
age, under state agreement, for only those 
state and local employees who desire such 
coverage. H. R. 7627 would amend Title 
II to include Maryland among the states 
which may obtain social security coverage, 
under state agreement, for state and local 
policemen and firemen. H. R. 7647 would 
amend Title II to provide that a widow 
who loses her entitlement to benefits by 
may, if otherwise eligible, be- 
come entitled immediately upon such re- 


remarriage 


marriage to wife’s insurance benefits on the 
basis of her second husband’s wage record. 
H. R. 7669 would increase from $4,200 to 
$6,200 the amount of annual earnings which 
may be taken into account in computing 
benefits under Title II and which are sub- 
ject to social security taxes. H. R. 7703 
would amend the public assistance provi- 
sions of the act to eliminate certain in- 
equities and restrictions, and permit a more 
effective distribution of federal funds. H, R. 
7714 would amend Title IT to include New 
York among the may obtain 
social security coverage, under state agree- 
ment, for state local policemen and 
These bills have been referred to 
the House Committee on Ways and Means. 

At the 1957 Mid-Year Meeting of the Na- 
tional Association of Life Underwriters it 
was decided that NALU should henceforth 
lend all “feasible support” to the Jenkins- 
Keogh bills (H. R. 9 and H. R. 10). The 


bills would permit any who has 


states which 


and 
hremen. 


per son 


self-employed income to put a small part of 


his earnings before taxes into a retirement 
fund. The maximum permissible annual de- 
duction would be 10 per cent but not more 
than $5,000. The maximum deferrable over 
would be $100,000. 
older, 


aside of 


a lifetime For citizens 


50-vears old o1 the bills would allow 


the setting than the 


There 


more pre- 


scribed 10 per cent a year would be 
a wide choice of investments. An individual 
could arrange his own retirement plan or 


Whatever the 


ting up the plan, the individual would pay 


join a group. method of set- 


with- 
Normally that would be after 


taxes on his savings only when he 


lraws them 
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and in 
lreasury 


age 65 regular installments. ‘The 
contends that the bills would 
produce a long-term revenue loss because 
they would result in the lowering of tax 


payments 


State Legislation 


Connecticut . .. A new act 
policy limits of savings bank life insurance 
from $3,000 to $5,000. Public Act 187, Laws 
1957, H. B. 804, approved May 16, 1957, 
effective October 1, 1957. 


raises the 


Florida . . . Whether a domestic or 
eign surety 


for- 
company is a surety on a con- 
tract bond for either private or public con- 
struction, its bonds either (1) be 
combination ones containing both perform- 
ance and payment provisions and in an 
amount not less than the total or estimated 
contract price or (2) be separate ones for 
performance and payment, but in such in- 
both must be issued in an 
amount of not less than 50 per cent of the 
total or estimated contract 
1957, S. B. 615, approved 
effective October 1, 1957 


must 


stance bonds 


Laws 


1957, 


price. 


May 24, 


A new law relates to 
banks. A_ bank, 
or group of banks, under regulations estab- 


Massachusetts .. . 
the insurance of loans in 
lished by the Commissioner, may purchase 
group life insurance on the lives of debtors 
who such insurance. No trustee, 
director, officer or employee of the bank can 
benefit financially, directly or indirectly, 
from the sale of the insurance. Chapter 400, 
1957, S. B. 646, approved May 28, 
1957, effective 90 days after approval. 


request 


Laws 


New York... The governor has vetoed 
the Mitchell bill which would have eased the 
“substantial compliance” 
to foreign 


statute pertaining 
The bill 
would have provided that foreign and alien 
insurers may have investments in more in- 


insurers’ investments. 


surance and bank stocks than that permitted 
domestic magni- 
tude of the problem, the governor recom- 
mended that a “complete and further study 
be made of the entire problem,” and that 
the “status quo” be maintained by the 
industry and the Insurance Department 
until appropriate legislation can be enacted 
next year 


insurers. In view of the 


North Carolina ... Insurance agents are 
prohibited from representing unauthorized 
companies except as provided in Section 
58-53.1 of the North Carolina General Stat- 
utes. Laws 1957, H. B. 408, approved May 
7, 1957, effective 30 days after adjournment. 
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CREDIT LIFE AND HEALTH & ACCIDENT INSURANCE 


The following papers were presented at the Fifth Annual Miami In- 
surance Law Conference, which was held during the week of March 18 
at the Law School, University of Miami, Coral Gables, Florida. All 
of them, with the exception of Professor Kuvin’s discussion on sur- 
plus line insurance, were part of a symposium on installment sales 
insurance and credit life and credit health and accident insurance. 


Problems of State Regulation 


By J. EDWIN LARSON 


Treasurer ana 


Florida 


The author ts State 


Insurance Commusstoner 


k ipa: BUSINESS of credit life and credit 
and health 

perienced phenomenal growth in recent years 
Chis both in 
direction, as to the amount of insurance in 
and the number of people insured, 
and in a horizontal direction, as to the many 
institutions or commercial 


accident insurance has ex- 


growth has been a vertical 


rorce 


types of lending 
enterprises which provide installment financ- 
ing plans with this kind of insurance. 

growth na- 
tionally. Insurance in force increased from 
$380 million in 1940 to $14,000,750,000 at the 
end of 1955—an about 288 per 
Where 2,563,000 policie s or certificates 
issued and outstanding in 1940, there 
were 27,966,000 policies and certificates is- 


Let us consider the vertical 


increase ol 
cent, 
were 


sued and outstanding at the end of 1955—an 
about 991 per cent. A 
growth that com- 


increase of glance 


at the horizontal shows 
mercial banks, industrial banks, savings and 
loan associations, small loan companies, in- 
unions, 
lately, 


this 


stallment finance companies, credit 
and, 


offering 


automobile finance 


department 


companies 
some stores are 
type of insurance 

Any business which grows as rapidly, and 


in aS many directions, as credit life and 


credit accident and health insurance creates 


problems which must be faced and solved 
before they lead to widespread abuses. 
| became interested in the problems being 


created by the growth of this new field of 


Miami Insurance Law Conference 


insurance at an early date As a member 


recently, chairman of the sub- 
National Association of 
Insurance Commissioners on Credit Life and 
Credit Accident and Health 
was able to participate in the 
to light, 


work out a recommended plan of regulatior 


and, more 


committee of the 


Insurance, | 
study of the 
abuses which had come and to help 


to solve these problems. 


What 


covered? 


were the abuses which we dis- 
The first involved 
surance. For example, one 
loan for a three-month period carried a $9.50 
charge for credit life and credit accident and 


health 


excessive in- 


case of a $50 


seemed to be an 
of the 
loan. Further investigation revealed that the 


insurance, This 
excessive charge considering the size 


insurance coverage issued was out of pro- 
portion to the size and duration of the loan 
The borrower had been sold $100 of life 
insurance for 


and health 


one year and $150 of accident 
four months. The 
would have cost 


insurance for 
proper insurance coverage 


$2.75. 





involved the pyramid- 
The 


who renewed his loan was often paying for 


The second abuse 


ing of insurance coverage borrowet! 


insurance on the old, canceled loan, in addi- 


tion to the new insurance sold him on the 


renewal loan. In fact, we found cases where 


borrowers were paying on several policies i 


torce at one time 

The third abuse involved overcharging 
for insurance coverages. We found evidence 
that some lenders were collecting charges 
for insurance which were in excess of the 


premium established by the insurance com- 


pany. This practice was found to exist more 
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often where the borrower could not identity 
the the other 


charges Such cases are so-called “pat kage 


charge for insurance from 


plans,” where the cost of insurance is cov- 


ered in the or discount rate. 


‘I he fourth abuse involved coercion. 
found that 
buying o1 


interest 


We 
about 
not buying the insurance, or about 


the debtor had no choice 


selecting an insurance company or an agent 


of his choice if he wanted to get the loan. 


The fiftl 
nonpayment 
portant 
(ne 


and final major abuse involved 
We found 


factors in such 


of claims. two im- 


contributing cases. 
factor was the lack of evidence of in- 
debtor was given no document 
could be The 


settlement of a claim 


surance; the 


upon which a claim based. 
other 
by the 


company It 


factor was the 


creditor instead of the insurance 
is a powerful inducement to 
the creditor to deny liability on a claim it 
the size of his commissions or compensation 


is, in any way, related to a loss experience. 
the State of 
the 
developed a 


Florida, we have put to 


use and have 


regulation 


results of these studies, 


pattern of based 
the recommendations contained 
June 7, 1954 report of the subcom- 


of the National Association of Insur 


largely on 
in the 
mittee 


ance Commissioners. 


We started 


1955 


with the law passed by the 
legislature which is now set forth in 
Chapter 646, Florida Statutes. Briefly, this 
law defines life and credit 
and health insurance. It establishes 
mum reserve requirements for 


credit accident 
mini- 
these forms 
of insurance; it sets maximum limits for the 
amounts of credit life and accident 
and health insurance which can be sold; it 
time limits for 
which are sold in this field; it provides a 
penalty 


credit 


sets maximum coverages 
for noncompliance with the provi- 
the law, not to exceed $1,000 or 
six months in jail or both; and it author- 


Insurance Commissioner to “adopt, 


sions of 


izes the 
promulgate and enforce separate rules and 
regulations in the public interest.” 


These rules and regulations were adopted 
after two public hearings—one in Tallahassee 
and the other in Miami. 
fully considered at these hearings and every 
provision The 
and regulations promulgated in the 
form of a (Bulletin 172) dated 


April 20, with an date ot 
May 5, 


The 
lations 
which |] 
overinsurance is 


They were care- 


Was covered in detail. rules 
were 
bulletin 
1956, 


1956. 


effective 


provisions in these rules and regu- 
are designed to the 

mentioned The 
the 


correct abuses 


earlier. abuse of 


corrected by require- 
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all cases, the amount and term 
limited to the 
and term of the indebtedness. 


ment that, in 


of the insurance be amount 


The abuse of pyramiding is corrected by 
that if 
renewal 


new insurance 1s 
old 


must be canceled and the unearned premium 
refunded 


the requirement 


sold on a loan, the insurance 
to the insured, even if it 
cents. A 


putation of the unearned premium has also 


is only 
a few minimum rule for the com- 


been established. 


The abuse of overcharging is corrected 
in Chapter 646 and by the regula- 
The the lender must 
be consistent with the premium established 
by the Our 
mental 172-A) 
what is word 
The 


fectively by 


by law 


tions charge made by 
insurance company. 
bulletin (Bulletin 


meant by the 


supple 
defines 
“consistent.” 
corrected ef- 
our anticoercion law, Section 
643.04(10), Florida Statutes; the debtor has 
the right to place such insurance with the 


abuse of coercion is 


creditor or creditor’s agent, or to furnish 


coverage through an agent or company of 


his own selection if he so desires. 


The 


corrected by the requirement that all claims 


abuse of nonpayment of claims is 
be filed with the insurance company or its 
designated claims representative, who cannot 
be affiliated with the creditor. It is 
required that, in all cases, 
evidence of 


also 
written 
furnished the 
debtor. Such written evidence, in the form 
of a statement of 


some 
insurance be 


certificate or 
policy, must set forth certain vital informa- 
tion. It 


insurance, 


must show the name of the insured 
borrower, the amount of coverage, the term 

the identifiable 
any limitations 


of coverage, premium or 


charge and exceptions or 


thereto. 


We all know, of course, that statutes and 
regulations are effective only if they are 
properly enforced. We use three main ave- 
nues of enforcement: The that of 
responsibility by requiring that all 
policies of credit life or credit accident and 


first is 
fixing 


health insurance be issued through a licensed 
the that all policies and 
certificates of credit life and credit accident 
and health insurance be filed with the In- 
surance Commissioner for approval before 
being issued to the public; the third is to 
make field investigations of complaints and 
violation of 


agent; second is 


the rules and regula- 
tions through our 15 field offices which are 
ideally situated for local 
enforcement. 


cases of 


supervision and 


This résumé of what has been done shows 


that the State of Florida has effectively 
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bulk of the 
and growth of 
What is 


currently 


handled the problems created 


field 
there left to do: 


by the rise this new 
Ot insurance 
W e are 


of the 


paid the 


studying the relationship 


commissions or the compensation 


lender or his agent, tor writing this 


form of insurance, to the premium charged 


the borrower. How is the premium col 
lected divided into claim payments, commis- 
sions and other demonstrable expenses? We 
are getting the | 


for the 


answers to these questions 


first time by means of a supple 


mental credit life and credit accident and 


health insurance exhibit which all states are 


requiring as a part of the annual statement 
filing (The filing 


May 1 of vear, rathe1 


this exhibit is 


March 1.) 


date for 


' | 
each than 


Chis exhibit shows premiums collected, 
claims paid, commissions paid and othe1 
valuable financial figures for this type of 
insurance. The 1955 exhibit is the first and 


date There is not sufh 
cient data on hand, therefore, to 
trends. We, in 


this problem of c 


only one filed to 
establisl 
firm Florida, are aj 


yMmission rates 


for credit life and credit accident and healtl 


insurance from the point of view that it a 


sulhicient premium 1s charge 


fair and { 


| 
by requiring a certain amount to be set 


aside for reserves and by observing the 


claim ratios for satisfactory treatment of 
policyholders, the problem of excessive com- 
missions will automatically come under con- 


We 


by notifying those companies which 


trol. have started to put this into 


practice 


show low claim ratios in connection with 


high commission ratios that they are out of 
] 


ine with the averages obtained by studying 
the supplemental exhibits filed for 1955 

I sincerely believe that in this state we 
have taced the p oblems of « edit lite and 


credit accident and health insurance squarely 
We have 


sateguarding the 


been c neerned, above all, 


interests of the 





Judging from the negligible amount of com- 


plaints received to date, it is 


Safe to Say 


that our laws, rules and regulations gover1 
ing this form of insurance are proving quite 


successful. 


[The End] 


The Origin of Credit Life Insurance 


By ARTHUR J. MORRIS 


Bankers Secu 


New York 


The author ts 


; J 


vy Life Insurance § 


president, 


ciety, 


\LLED 


enjoved and some | 


things in 


many 


| HAVE BEEN ( 
¢ my life some I have 


have not. However, two enduring appella 
tions in which I have justifiable pride are 
to be known throughout the country as the 


1 


father of consumer credit and the originato 


of credit life insurance 


1 
some 


For ulterior reasons, 


led to credit life 


something wish to 


believe that insurance 1s 


new | correct that 


impression immediately. This is the fortieth 


vear since credit life insurance was created 


country and, with this anniversary, 
| 


lL believe ve can all say that the industry 


Undoubtedly you have some curiosity to 
know why and under what circumstances 
credit life insurance was created. lo satist} 
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people are 


your inquiry on that subject, I will relate 
the circumstances that inspired and enabled 
me to create consumer credit in this country 


You should 


consume! 


fully appreciate the tact that 
credit in a sense was the inspired 
parent of consumer credit life insurance 
When vou hear all the circumstances « 

cerning the creation of both vou will agree 


that consumer cre« 


lite insurance, and you will understand that 





consumer credit life su ce id ft be 
created in order that consumer banking 
could be comprehensively develope 

After beginning the practic t law n 
Norfolk, Virginia, I represented a number 
of banks and investment bankine uses 
and did financial work incident to corporate 
organization and reorganiz 

In 1906, there was hardly 1 Monday 
morning when I arrived at the thee that 
[ was t contronted w ne¢ r more 





individuals asking for my assistance in help- 
ing them obtain loans. I would invariably 
ask: “Why do you come to a law office?” 
Their reply would invariably be: “Because 
We have been to 
bank in the city, and no bank will 
make us a loan.” In effect, the most uniform 
reply from a bank was: “We cannot make 
loans to individuals who are not in business 
and do not carry regular deposits with us.” 


of your bank connections. 
ever) 


to investigate several of these 
and found them to have the 
human need for money. They held steady 
with fair earning power and were 
persons of good character. Subsequently, I 
was able to persuade my bank clients to 
make some of these loans. Within a period 
than two several banks re- 
presented by my firm made loans totaling 
$40,000. I was compelled to guarantee each 
and every loan. My faith in humanity was 
well founded, as each and every loan was 


I began 
applicants 


jobs 


of less years, 


repaid. 


These applications for loans continued to 
pour into our law office until they interfered 
with the daily routine of our law practice. 
My partners wanted to know if we were 
operating both a law office and a loan office. 
I, therefore, decided to equip an inexpensive 
thee in a loft building wholesale 
shoe company, to which applicants could be 
referred. 1 employed 22 men and women 
and had them travel over the United States 
investigating conditions similar to those that 
found to exist in Norfolk and other 
cities in Virginia. At the end of two years, 
the conclusion was reached that 80 per cent 
of the American people not engaged in suc- 
cessful business enterprises were hopelessly 


over a 


were 


without access to credit. 


In the course of our studies of credit, I 
called upon Paul Morton, president of the 
Equitable Life Assurance Society, who fur- 
banking in 
obtained the 


information on 
Germany. It was then that I 
first information concerning what was known 


nished co-op 


in Germany as the “Schulze-Delitzsch Co- 
operative Banking Societies” and the sub- 
sequent system of cooperative banks known 
as the “Genossenschaffen Credit Banks.” 
The nearest thing in our country to these 
two categories of banks are our credit unions 
and our mutual savings banks. These in- 
stitutions in Germany were mutual, with 
some exceptions. There was a third system 
that I after reaching 
known as the “Raiffeisen System.” 


studied, Germany, 
These 
banks were also largely mutual, and financed, 
almost entirely, agricultural products at the 


wholesale and retail market levels. 
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Soon thereafter, I told Mr. Morton that 
I could not give up my determination to at 
least try to form a system of consumer 
banking in this country that would democra- 
tize credit among the worthy masses of our 
citizenry. I felt discouragment from 
the facts and information that he had sent 
me, and decided to go to Europe to study 
the situation first hand. 


keen 


First Morris Plan Bank 


I organized the first experimental bank 
(known as the Fidelity Savings and Trust 
Company of Norfolk) on April 1, 1910, with 
$20,000 capital. I personally put up one half 
of that capital and guaranteed the other half 
in order to secure a board of directors. 

During the first 18 months, we loaned 
$59,000 on motor cars and over $100,000 in 
personal loans, with two comakers on each 
Hence, a Morris Plan bank 
financed the first installment purchase of a 


and every loan. 


motor car in this country. 

With only $20,000 capital, we had to 
borrow money from time to time while we 
were selling what we called “B” and “C” 
investment or thrift certificates. Our capital 
was designated as Class “A.” Our paid-up 
thrift certificates, which sold for $50 each 
and carried 5 per cent interest at the start, 
later 4 per cent and finally 3 per cent, were 
known as Class “B” certificates. Installment 
certificates, Class “C,” payable at the rate 
of $1 a week and sold in multiples of $50 
We were both a 
savings and a lending institution. 

The 


place of 


each, were sold to savers. 


sale of these certificates took the 
time Before we were 
three years old, we had enough certificate 
money to accommodate an expanding de- 
mand for loans and financing. In the mean- 


time, we rediscounted our bills receivable. 


deposits. 


The Fidelity Savings and Trust Company 
of Norfolk was ridiculed and nicknamed the 
“ABC plan of finance.” At 
we required two comakers on and 
loan. The burden of demonstrating 
the need for the loan and otherwise quali- 
fying for the credit rested on the applicant; 
the burden of confirmation was on the bank. 

Legal affairs took me to Atlanta. While 
there I met W. Woods White, who had 


been fighting the loan sharks for 25 years. 


the beginning, 
each 
every 


My idea of a “middleman’s bank” was the 
first substitute for the loan sharks that had 
ever been offered to him, and Atlanta be- 
came the location of the second Morris Plan 
bank, with $125,000 of capital, surplus and 
undivided profits. 
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Atlanta 
gave the 


The Constitution, under Clark 
Howell, Atlanta effort limitless 
publicity, editorially and otherwise. It ran 
striking anti-loan-shark cartoons and refer- 
red to the new plan of credit as the “Morris’ 
Plan of The 
was nicknamed “ Morris’ 
Bank.” 


As a result of the Atlanta Constitution’s 
publicity, hardly a week went by that I did 
not receive 
from distant 


Atlanta institution 
Anti-Loan Shark 


Banking.” 


one or more communications 
(the 


merce, the anti-loan-shark society, or some 


cities chambers of com- 
other city organization) inquiring how they 
might bank “like the Morris 


operation in Atlanta.” 


organize a 


In response to these many inquiries and 
to relieve problems created by my frequent 
absence from our law firm, I organized what 
| have since been advised was the first bank 
holding corporation in America, known as 
the Fidelity Corporation of America. This 
corporation had capital of $500,000, half of 
which was payable at once and the other 
half payable, as needed, at the call of the 


board of directors. 
Some of 


Norfolk, in- 


agreed to 


the leading men of 


cluding Fergus Reid, become 


directors. My purpose was to develop ideas 


through the organization of banks under 


the auspices of the Fidelity Corporation of 
America. That corporation subscribed to 
interest in (20 to 25 
two years our 


the banks 
less than 


a minority 
per cent), and in 
full capital, which had been paid in by that 
time, had been absorbed. We had 14 banks 
Norfolk 
operation, 
Reid that we had a big idea 
which should be developed nationally. 


and 
when I 


(including the first two in 
Atlanta) in successful 


convinced Mr 


He asked how much money I thought this 
undertaking would require. I told 
a minimum of 


him it 
would be necessary to have 
$25 million the first five 


we were to have 50 per cent ownership in 


four or years if 


this amount of capital 
Norfolk. 


cent plan of ownership was soon found to 


each bank, and that 


was not available in Our 50 per 


be objectic ynable. 


He agreed that we would have to seek 
the required capital in New York. We went 
and I was introduced to several of 
his friends, including Charles H. Sabin, then 


president of the Guaranty, Trust Company. 


Mr. Reid’s closest friend in New York 
was W. R. Craig, senior partner of the firm 
of W. R. Craig and Company, members of 
the New York Stock Exchange and the 
New York Cotton Exchange. 


there 
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When I explained my ideas to Mr. Craig, 
he thought there 
undertaking and we arranged for a meeting 
with Charles H. Sabin Mr. Sabin 
quite impressed and thought that the 
much that it 
offered tremendous potentialities. 


was a definite field for th 


was 
ide a 
and definitely 


was needed 


Subsequent to this conference with Mr: 
Sabin, and with his sponsorship and help, 


| had a 


important men during 


series of meetings with several 
a period of three or 
conferences witl 


Rocke feller, wr, 
Pont John 


including 
John D. 
Coleman du 


four W eeks, 


Bernard Baruch, 
General T. 


R. Markle. 


One of the 


and 


principal 
ranged at the private office of J. P. 
& Company 

meeting were 
head of the 

Straight; Edward R General 
T. Coleman du Pont; John R. Markle; 
Mills (later Secretary of the T 
ury); Herbert L. Satterlee; Ge 
of White and Case, 


firm; 1 


meetings Was ar- 
Morgan 
Among those present at this 
Henry P. Davison, the active 
firm at that Willard R 


Stettinius, Sr.; 


time; 


Ogden [reas- 


rege Case, 
Morgan 
Wall 


counsel to the 


and several other 


Street men 


important 


Soon after the meeting began, we 
Morgan, Sr., od-by 


his partners as he was preparing to sail for 
t 


walked in to say g 


Italy, from whence he never returned alive 


Mr. Davison told me to tell the “big boss” 


why we were meeting. Since he said he 
was only able to be there for a few minutes 
I endeavored to explain my program for the 
redit.” [ shall 


follows: 


“democratization of ¢ never 


forget his response which “Gentle- 
men, this young Southerner has a brilliant 
idea! Its beneficial potentialities to the 
imagination of 
and it should raise the standard 
of American living. funda- 
If you 
recall my testimony just recently before the 
Pujo Committee of the United States Senate 


people at large are beyond the 
any of us, 
However, its 
mental principle is not new to me. 


in Washington, you will remember I made 


the statement ‘character is the basis of all 


credit’.” 


I have always felt that Mr. Morgan’s 
arrival at that moment had a 


tremendous effect in promoting the interest 


particular 


and receptivity of all present 


It was at this meeting that I emphasized 
as economic principle that has since become 
known, “The 


country 


well namely industrial su- 


premacy of this depends on mass 
production, and there can be no mass pro- 
duction without 


mass consumption. Or, 


expressed otherwise, mass consumption must 
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be in order that mass production may be 
and in order to insure 
there must be 


mass consumption 


Also: “As a 


corollary, if you assure mass production by 


mass credit.” 


mass consumption, and if you assure mass 
consumption with mass credit, you likewise 
assure the continuity of employment which 
is an economic necessity to the continued 


prosperity of this country.” 


Mr. Davison and those present were defi 
nite ly ‘There 
how we pro- 
posed to finance the national undertaking 
of what Mr. Straight said must be called the 


“Morris Plan System of Consumer Credit.” 


impressed by this reasoning. 


followed a discussion as to 


I raised objection to designating the plan 
by that name because I thought that the 
use of a proper name would sooner or later 
part of 


success of the 


jealousies on the other 
people and limit the 
However, it was apparent from Mr 
Straight’s that 


to designate new 


engender 
enter- 
prise 
insistence 
this 


he suggested—so the 


it Was necessary 


form of banking as 
Morris Plan 

Before we left the meeting, Mr. 
had prepared the black diamond 
“The Morris Plan,” 
since become the 


slogan 
was born 
Straight 
with the white words: 
national 
righted trade-mark of the system. 


which has copy- 


It was Mr. Davison who inquired regard- 
finance the 
nationalization of this program. I told him 
it would take $25 million. Mr. Davison did 
not believe that $25 million would be enoug! 
opinion that $100 million 
or more would be required. His vision has 
However, at this meet- 
first $5 


ing the amount necessary to 


and was of the 
since been affirmed. 


ing we underwrote the million. 


Mr. Markle raised the point as to what I, 
as the originator, wanted by 
pensation. I replied that I had no 
to be compensated and that the 
too important to damn its 
promoter’s fee. Thereupon, Mr. Straight 
that I, as originator, should re 
ceive a royalty of $1 per loan. I 
this suggestion as compensating me indirectly. 


way of com 
desire 
idea was 


future with a 


suggested 


declined 


To date we have loaned at least $90 billion 
and operated 170 Morris Plan banks, with sev 
eral hundred additional bank affiliations. 
My attention has been called to the 
that if I had accepted royalty, I would have 
While 
I do not regret the position that I took at 
that time, in the light of subsequent events 
I find that my hindsight is much better than 
my foresight was. 


fact 


collected many millions of dollars. 


Time does not permit even a bird’s-eye 
view of the Morris Plan. 
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evolution of the 


Due to efficient management and credit life 


insurance, our credit losses have never 


exceeded % of 1 per cent, which is the best 
credit Morris 
Plan banks’ earnings, on the average, have 


record discovered to date. 
been higher than those of conventional com- 


mercial banks. 


During the evolution of this undertaking 
| have made many mistakes, 
of which 


most important 


was not completing my original 


plan to have the parent company own 50 


per cent of each bank. Approximately 
12,000 commercial banks have copied and 
principles of the Morris 


personal loan departments. 


operate under the 


Plan in then 


Epochs of Plan's Development 


One of the outstanding epochs of the 
Morris Plan development was the financing 
of the first motor car in this country by 
the first Morris Plan bank in 1910. Second, 
was the exclusive 
January 1, 1919, 
for the Studebaker Corporation. 


organizing of the first 


factory finance company, 


During that first year, Studebaker manu 
factured 13,000 cars. Within a few years, 
as a result of the operation of the Industrial 
Acceptance Corporation (the name of the 
financing Studebaker 
made possible an annual volume 
of approximately 200,000 cars. 
of the Industrial 
was the forerunner 


Motors 


tion, the consummation of which I was glad 


company exclusively 
cars), we 
The success 
Acceptance Corporation 
to the organization of 
the General Acceptance Corpora- 


to be instrumental in. accomplishing 


You 
and 


knowing how 
Morris Plan 


development throughout the United States 


may be interested in 


why the success of the 
made my conception of credit life insurance 
inevitable. 


Prior to 1917, I went to Chicago to attend 
an organizational dinner to institute the 
Morris Plan bank of Chicago. The purpose 
of this dinner 
tunity to explain to several hundred invited 


was to afford me an oppor- 


guests the plans and purpose in organizing 
the plan. 


Mr. 
fraternity in Chicago, was selected as chair- 
man of the dinner committee, with the 
thought that later he would become general 
counsel of the bank. 


Miller, one of the deans of the law 


After spending several days examining 
the Illinois law, he informed me that it was 
highly desirable that I explain our Morris 
Plan 3. 


of the banking fraternity in Chicago and the 
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State of Illinois. The meeting was arranged, 


and Mr. Miller, Mr. and I had a 


lengthy luncheon conference. 


Forgan 


Mr. Forgan confirmed his reputation as 
an outstanding banker. He was thoroughly 
familiar with the Scotch credit system that 
originated in Scotland (a forerunner of the 


Bankers’ 


in London), and his keen 


issuance of Bills in the seventeenth 


century familiarity 
all the elements in the art of banking 
Was impressive to me. Finally 
m¢ “Mr. Morris, I am 
with what you call the ‘Democratization of 
Credit’. | 

| 


What 


with 
he said to 
quite impressed 


have sufhcient knowledge of 
with cooperative 
that 
great need in America for what you propose 
to do My only 
the fact that 
or two co-makers on the notes evidencing 


You 


that what you call co-makers are, 


Europe has done 


credit to agree with you there is a 


criticism of your Plan is 


you contemplate having one 
all your personal loans. must admit 
in effect, 
more than accommodation endorsers 


like 


nothing 


That feature of plan I do not 


My reply to Mr. that his 


point was well taken, but statistics showed, 
1 


ian 


you! 


Forgan was 


in the experience of all existing Morris P 


banks, that only a small percentage of co- 


makers had ever been called upon to make 


good At taat time, we had 25 or more 
banks in successful operation. I told M1 
Forgan that a plan that has been demon 


strated to be so satisfactory ought not to 


suffer from such criticism. 


However, he agreed to join the dinner 


committee and to help as much as possible 


to organize the first Morris Plan bank in 
Chicago I was afterwards told that this 
Was a great victory and that it assured the 


4 
especially when 
Sears Roe 


agreed to serve 


success of the undertaking, 


Julius Rosenwald, the head of 
buck & Company, likewise 


as a member of this dinner committee. 


Shortly thereafter the bank was organized 


and succeeded under the most favorable 


auspices. It has since become consolidated 


with a large national bank. 


with Mr. 
comakers 


Forgan’s 
that | 
and 


I was so impressed 


observations concerning 
much consideration to them day 
until an idea came to me: “Why not 


term during the 


gave 
night, 
have a insurance policy 
life of the loan, so that in the event of the 
death of the borrower, the resulting insur- 
ance would liquidate the loan and protect 
his co-maker?” My determination to obtain 
that 


that made possible the birth of credit life 


character of insurance was the germ 


insurance in America. 
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It was natural for me to go first to 
Haley Fiske, who was then the president 
of the Metropolitan Life Insurance Com- 
pany. I had several meetings with Mr. 


Fiske, during which he introduced me to 
his vice president and actuary, Mr. C 
As a result of 
and Mr. Fiske 


credit life insurance was 


Craig. 


these meetings, Mr. Craig 


concluded that the idea of 


untried in prin- 


ciple, and since no mortality tables were 


available they were unwilling to experiment 
with the idea. However, they said that the 
idea was excellent and that only experience 
would sound and practical 


how 


determine 


its operations would be 


talked it 


established life 


Several of my directors over 


with friends in insurance 
After much 


part of our 


with no results 


companies 


} 
t 


effort on my part and on the 


directors, we still re ceived the 


“WW e are 


Reuben 


same answer 
unwilling to experiment.” (J. 
his article, con- 


JouRNAL, the 


Darr discusses in 
this issue of the 


factors affecting this decision by the estab- 


tained in 


lished companies. ) 


[ was so determined to 


Plan 


I made up my 
I 


protect Morris 
that 
mind we would organize 
On June 11, 1917, the 


j ] 
edit ire 


loans with cr insurance 


our Own Company. 


Morris Plan Insurance Society was incor- 
porated under the laws of the State of New 
York, and qualified to do business on Sep- 
tember 18, 1917. We wrote our first policy 
on November 10, 1917. I became its first 
president and hold that office today. 
Among its early directors were Henry 
Moir, who was then the president of the 
United States Life Insurance Company; 
John Markle; Clarke Williams, former 
superintendent of banking of the State of 
New York; Samuel A. Lewisohn, one of 
New York’s outstanding philanthropists; 


i 
Harlan F counsel, afterwards 
Chief Justice of the Supreme Court of the 
United States; Henry R. Towne, president 
and the Yale & Towne Manu- 


Tucker, one of 


Stone, our 


founder of 
facturing Company; Carl 
New York’s wealthiest investment capital- 
ists; William Hamlin Childs, New 
York’s outstanding international industrial- 
ists; W. R. 
Raymond Du Puy, founder and president 
of the Virginian General T. Cole- 
man du Pont, then head of Du Pont de 
Nemours & Company; Herbert L. Satterlee, 
heretofore mentioned; and Theodore Francis 
[ State of 


member, 


one of 


Craig, heretofore mentioned; 


Raibway; 


governor of the 
now the oldest 
United States Senate and 
chairman of the Foreign Relations Committee. 
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Green, former 
Rhode 


in years, in the 


Island, 








I wish to give credit to Jesse S. Phillips, 
who was Superintendent of Insurance of 
New York at the time of our incorporation, 
for the help he gave us. 1 wish to 
Scatter- 
good, with the excellent service he rendered. 
We started an extensive program of build- 


also 
credit our first actuary, Claude E. 


ing Morris Plan banks and having the 
insurance company entered in the various 
states in order to serve them. By 1919 we 
were in 21 states, and in 1920 we were in 
23 states. We continued to expand until 
we were licensed in every state of the 
Union (including the District of Columbia 
and Hawaii) with the exception of Wis 
consin and Mississippi, where we hope to 


qualify this year. 


In 1946, consideration was given to chang- 
ing the name of the Morris Plan Insurance 
Society in order to expand our operations 

lending institutions, 
were Morris Plan 
We finally concluded 


Bankers 


to include all 
whether or 


types of 
not they 
banks or its affiliates 

its Security 


upon name 


Life 


present 


Insurance Society. 


The Society first issued term 
primarily to the comaker 
liabilities on From November 
10, 1917, until the end of the year, we had 
written $167,000 of insurance. The follow- 


wrote in excess of $3 million. 


one-year 
policies, cover 


such loans. 


ing year we 
This continued to 

and by 1930 we had written $38 million; by 
1940, $63 million; by 1950, over $125 million; 


and in 1956 we wrote in excess of $300 million. 


amount grow annually, 


Present Status, 
Characteristics and 


By DANIEL P. KEDZIE 


The 


insurance at Marquette University 


author is assistant professor of 


— consumer credit insurance industry 


may be characterized as one of growth, 


controversy, misunderstanding and great 
potential. It is a well-known fact that the 
rising American economy in postwar years 
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Because our survey of public acceptance 


convinced us of the value of credit life 
insurance, 40 years ago we adopted the 
slogan “No man’s debts should live after 
him.” We have had continuous, successful 


growth and have protected, by this char 
acter of life 


be rrowers. 


insurance, millions of 
This enabled 
them to obtain satisfactory comakers when- 
ever I could for hours 
the humane results and the happiness we 
have accomplished for unfortunate widows 
who would otherwise have found their 
left in debt by the sudden 
death of their husbands. 


many 


fact alone has 


necessary. discuss 


meager estates 


and untimely 


the 
credit 


not, however, until decade 
World War II that life 
and accident and health insurance enjoyed 
its greatest growth. 


It was 
following 


Today, there is over 
$15 billion worth of credit life insurance in 


force in the United States underwritten by 


some 200 insurance companies. This sig- 
nificant advancement in our economic prog- 
ress came from the idea that every man’s 


debts should be liquidated upon his death 


[ have been associated with many types 
of organizations, and I know of none which 
gives so much satisfaction to so many 
people, from whom we receive such fine 
and glowing “thank you” letters, as does 
the credit life insurance industry. 

Perhaps I could best sum up my own 
feeling about credit life insurance and its 
development by saying: “Read the record 
History speaks for itself.” [The End] 


Trends 


has been marked by the consistent growth 


of industry in general and the insurance 
industry in particular. For many insurers 
each new year brings new record gains. 


Less well publicized, but certainly unique 
rela- 
tively small but rapidly expanding portion 


in its phenomenal rise, has been a 


of the life and accident and health insurance 


industry—the segment of credit 
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consumer 


insurance. This coverage has thus come to 


be identified as that form of insurance 


which provides for those cash borrowers 
contemplating consumer purchases, or 
credit purchasers at the retail level, and 
which insures the life and/or disability 
of the debtor from sickness or accident 


the indebtedness. Un- 
fortunately, data relative to the growth of 


during the term of 


consumer credit accident and health insur- 
ance is far too limited at present to make 
any valid generalizations. Thus, my pre- 
liminary discussion will relate primarily to 


the life insurance aspect of this coverage 


Growth 


Using the 
1955 


year-end data for the calendar 
(the latest 
indication of 
them to developed in 
For example, in the latter year there 
$365 million of 


vear available figures), a 


1 
good growth is achieved by 
comparing 


1945 


was 


hgures 
consumer credit life 


insurance in force, underwritten by approxi- 
mately 51 companies. Just ten years later, 
$14.8 billion in 
4.000 per cent 


less than 


237 companies registered 


rce an increase of some 


Chis compares to an increase of 
500 per cent experienced by companies writ- 
group life 
comparable period 


ing regular insurance during a 


Preliminary estimates 
by the Institute of Life Insurance indicate 
that 1956 will i 


approximately $17 billion 


show an in-force figure of 


1 


An understanding of the degree of ac 


ceptance of consumer credit life insurance 
is gained through an inspection of the num- 
ber of 
debtor 


two 


and certificates issued to 
At the end of 1945, slightly 
policies and certificates 
compared to almost 28 
end of 1955, and an estimated 
end of 1956. 


policies 
insureds. 
over million 
were in force as 
million at the 
million at the 
credit 


ife insurance policy increased from $173 to 


‘The average size of the consumer 
Chis in- 
noted 
insurance 
Further 
insurance 


this ten-year period 
significant when it is 
industrial life 
poli V at tl ( end of 1955 Was $350 


crease Is very 
that the average 
onsumer credit life 


more, ¢ now 


averages approximately one-fifth the size 


of the average ordinary life policy 


Although it is extremely difficult to meas- 
ure in dollars and cents the actual benefits 
received by insureds and beneficiaries, the 
payment of death claims by consumer credit 
substantial. These ben- 


life insurers was 


efits paid may be used both as an indicator 


1‘*‘What About Consumer Credit Insurance ?’’ 


(a survey conducted by Daves, Koehnlein & 


Miami Insurance Law Conference 


of the growth of this coverage and partially 
as a measure of the insured’s peace of mind 
In 1945, $1.6 million was paid to benefici- 
1955 when such 


aries as compared to 


benefits totaled $52 million 

As a final indication of growth, we need 
only recall that the Industrial Bank under 
the guidance of Arthur J 
first and for many years the 
institution to utilize this important and 
valuable adjunct to the loan transaction. 
Today all major types of lenders could be 
included among 
make 


available to borrowers, 


Morris was the 
only financial 


those financial institutions 


which consumer credit insurance 


including commer- 
cial banks, sales and consumer finance com- 
panies, credit and many 


unions types of 


retailers providing time-purchasing plans. 


Chis data demonstrates the contemporary 
importance of 


life and 


his important segment of the 
accident and health insurance in- 


dustry in the American economy, and hints 
at its expecte d 


growth in the future 
Acceptance 
With the present 


heavily 


day economy relying so 


upon the use of consumer credit 
financing, any device which insures against 
its nonrepayment should be welcome 


I most 
to de btors 


alike. Consumer 
credit insurance, as an instrument for guar- 


and creditors 


anteeing such 
death or 


bee n 


repayment in case of the 
borrower, has 
as evidenced by the 
cited. In addition, 
studies have been made by individuals and 
attempt to determine if 
those people who once had been insureds 
under a 
would 


age It! 


disability of the 
widely accepted 
growth figures just 


associations in an 


consumer credit insurance policy 
willingly 


again 


made 


pure hase this cover- 
avalliaDle I exampie, one 
8.681 
ige. Of the 
7 per cent 
they would 


survey’ contacted, via the mails, 
known purchasers of the cover: 
18 per cent that replied, 91 
answered “yes” when asked if 
again want edit 


they borr¢ 


consumer Cl 


insurance tif 


wed money or bought on time. 


(indicating 
the overwhelming acceptance of this insur- 


Che results of such studies 


» } 1 
ance on the part orf the 


insured borrower) 
indicate to a marked degree the extent of 
continued may be 


insurance It 


faith whicl expected 
thus be- 


comes a simple task to disprove those critics 


in consumer credit 


who suggest that the entire consumer credit 


insurance industry is a “fly-by-night” oper- 


ation. 
Keating for the Consumer Credit Insurance As- 
sociation, Chicago, Illinois) 
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those individuals and groups whicl 


Even 
are violently opposed to various aspects ot 


credit insurance mechanism 
usefulness \ 
Association ot Life 


example, 


the consumer 
é to 1ts 
the National 


writers, fo! 


spokesman tor 
Under 
whose organization 


opposes the payment of any compensation 


to those lenders providing consumer credit 


insurance, recently stated: “The good will 
and publicity created by the general public’s 
that a 
provision tor the 


a debt in the 


knowledge particular creditor has 
elimination of the 


death 


made 


remainder of event of 


cannot be estimated.” 


Household 


vehemently 


the con 


recent] 


\ spokesman for the Finance 


Corporation, which has taken 
wit! 


credit 


issue certain practices im 


sumer insurance industry, \ 


stated “Household has been widely and 


erroneously quoted as being ‘against credit 


Nothing could be 
for Household 
creditor 


further from 
a policy 
Pru 
ru 
America 
insured 
$38,744,000.” 


now has 
insurance with the 
dential 
under 


Insurance Company of 
which 128,000 borrowers are 


in a total coverage amounting to 


d of the 


coverage as evi 


: 
generally convince 
this 


Increasing 


Legislators are 


| effects of 


benefic 


la 
denced by the 


number of states 


adopting permissive legislation or clarifying 


the intent of the law so as to remove doubt 


as to the legality of its issuance 


It, thus, becomes quite clear that tl 


which have 


Ose 


individuals o voiced 


their 


groups 
opinions on the subject of consumer 


credit insurance, although frequently and 


violently disagreeing with various aspects 


¢ 


of its operation, are agreed that the 


Most 


demonstrated its reliance 


concep 


is sound important, the public has 
and ac- 


bot] 


upon, 


ceptance of, consumer credit insurancs 


1 


through its action in purchasing this 


erage to the extent earlier indicated 


through its affirmation of 


this coverage 


intention to 
chase made 


able 


again il 


Disagreement 


Despite the seemingly universal recogni 


tion of consumer credit insurance as 


\merican 


extraordinary rate of grov 
| 


Mas been 


valuable adjunct to the 


system, the 
this accompanied 


coverare 


many serious problems, some of which have 

* Oren D. Pritchard, in a statement to the Na- 
tional Association of Insurance Commissioners 
December, 1956, Miami, Florida 


developed into bitter controversies among 


opposing factions. One of the major prob 


lems currently receiving considerable atten 
which I have chosen to 
that 


insurance 


National 


Commissioners 


(and the 
briefly 


the rate for 


tion one 


with vou) is involving 


redit 


discuss 


consumer ¢ 


The last few meetings of the 


Association of Insurance 


included varying amounts of time devoted 


to this rate and one or 


Che 


were 


more of its compo- 
that 
consideration to 


regulatory off 
this 
and still remains, repugnant to 


nents very idea 


cials giving 
subject was, 
the entire life industry because 
of the 
in this 
detected 


fraternity 


msurance 
traditional absence of rate regulation 
held \ attitude 
within the 


this 


may be 
health 


too, has 


similar 
accident and 
because industry, 
primarily upon competition as the 


Such dis 


de pe nded 


selector of the level of rates 


continued, however, and will 


cussion has 


undoubtedly become a topic of significant 


importance in the future. 
In the course of such debates, 


ments and great quantities of statistics have 


many state 


been submitted as “evidence” 


that 


in an attempt 


to prove current rates are either rea 


Much 


is resulted relating to the 


sonable or unreasonable. misunder 


standing h; testing 


of the rates. It will be my purpose here to 


define a few of the more common mis 


conceptions relating to such rate evalua 


tions. 


Common Misconceptions 


One 
ted by 
sionally by the insurance people themselves 


of the 
} 
laymen, 


most common errors commit 


regulatory officials and occa 


is the indiscriminate, sometimes erroneous, 


use of the loss ratio as the sole test of the 


reasonableness of rates 


lo begin with, a loss ratio is but one of 


a number of considerations which may b« 


used in the judgment ot a rate. For ex 


ample, included with the loss ratio as a typé« 


f objective standard might be a considera 


tion of the expense ratio, which for several 


lines of insurance usually runs a very clos« 


second to the loss ratio as a factor of 


W her e an 


component of the expense 


major importance. important 


ratio appears to 
may be 


be unreasonable, its consideration 


traditional in 


Although 


least as important as the 


spection of the loss ratio other 


‘Written statement submitted by Paul F 
30yer representing the Household Finance Cor- 
poration in*’a public hearing before the Texas 
Board of Insurance Commissioners, April 3, 
1956, Austin, Texas 
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arithmetically calculated devices could be 


cited as important in a consideration ot 


rate levels, no such review could be com 


plete without the recognition of a group of 


factors which are less objective in nature 


but no less important. Just as statistical ex 


perience reflects the past, so does informed 


judgment consider and attempt to predict 


future trends Even the application of 


proven formulae does not assure us that 
rates will be reasonable, nor do ardent advo 
cates of statistically founded rates propose 
to abandon the use of informed judgment. * 


Both are essential considerations 


Yet much of the current controversy and 


criticism involving consumer credit insur 
ance has centered around the levels of rates, 
and in many instances involved the sole us« 
of the 


loss ratio as the basis for these criti 


cisms. It is not my purpose here to defend 


the reasonableness of the current level of 


consumer credit insurance rates. However, 
it cannot be too strongly emphasized that 
such evaluations based entirely upon a con 
sideration of the loss ratio are inadequate 
and that other standards, both objective and 
nature, 


idea is understood 


subjective in need to be applied 
Once the that the 


ratio is but one of several important criteria 


1 
loss 


to be used, a discussion Oo! the loss ratio 
is in ordet 

Just as the whole is equal to the sum 
of its parts, so is the loss ratio only as 
good as the data from which it is derived. 


In general, this figure is thought of as the 


of losses divided by premiums, 


quotient 
or that percentage of premiums which is re 


turned to claimants in the form of loss pay- 


ments. II hich losses and premiums are to 


be used in the calculation of this ratio is of 
prime importance 


For example, in describing the monies 


collected by an insurance company in pay 


ment for its contingent promise to indem- 


nify an insured, either of the terms “pre 


miums written” or “premiums earned” 


could be used—each producing a different 
result. A 


“earned” except through the passage 


“written” premium does not be- 


come 


of time. Thus on a two-year consumer credit 
disability policy tor which the insurer col 
lects $2.40 on June 30, the passage of six 


months affords the insurer an earned pre 
mium of 60 cents (six months equals one 


fourth of the contract period; one fourth of 

‘See, for example, G. F. Michelbacher, Cas- 
ualty Insurance Principles (New York, McGraw- 
Hill Book Company, 1942), p. 225. Also see 
Cc. A. Kulp, Casualty Insurance (New York, The 
tonald Press Company, 1956), p. 462. 


Miami Insurance Law Conference 


$2.40 equals 60 cents) In 


this 


accounting tor 


transaction, the insurer would record 
written premiums of $2.40 and at the same 
time show an earned premium ot 60 cents 
at the end of the first calendar year. The di- 
vergency of these two amounts might be 
used to advantage to create a high or low 
loss ratio as is desired by inclusion of one 
or the other figure as the denominator of 


the fraction used to compute the loss ratio. 


Similarly, one should clearly understand 
and identify the kind of losses used in de- 


Two of the more 


riving a given loss ratio. 


common types used are “paid” and “in- 


curred.” Paid losses are readily ascertained 
at year end by consulting an account show- 
ing the actual disbursements made to claim- 
hand, 


Incurred losses, on the other 


include those 


ants 

would reported to the com- 
pany but not yet paid plus those for which 
an insurer becomes liable in a given fiscal 
period but does not become aware of nor 
make payment on until a subsequent fiscal 
period. An example of this 
claim which is reported to an insurer but 


delayed 


might be a 


which is because of the need for 


additional information regarding the claim- 
ant’s disability. In such a case, the loss 
might actually be paid in a subsequent fiscal 
period but, as noted, was incurred in a pre- 
vious fiscal period. Here again the choice 
of one or the other category of losses could 


result in an erroneous conclusion 

cS. a 
used at all in the judgment of the reason- 
that the 
h 


relate the 


loss ratio is to be 


result, if the 


ableness of rates, it is essential 
most 
this 


igreed that earned premiums and 


components of this ratio 


accurate information Authorities in 
field are ; 
incurred losses are the most desirable and 


accurate constituents of this ratio 


That the National 


Commissioners 


Association of Insur- 


ance also has recognized 


the soundness of this principle may be evi- 


denced by reference to any insurance com- 


pany’s annual statement as well as by 
the new “Credit Life and Accident and 
Health Insurance Exhibit,” a supplement- 


ary statistical exhibit filed with state Insur- 
ance Departments by companies engaged in 
this line of business. This latter report calls 
for data on the earned-incurred basis, thus 
recognizing the accrual method of account- 
ing aS superior to accounting on the cash 
basis. 

* Michelbacher, work cited at footnote 4, at 
p. 317 
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It is, therefore, time to recognize that if 
intelligent 


made 


be 
the 


appraisal of rates is to 
the 
principal guides, every effort must be made 
to use the 


earned premiums and incurred losses. 


an 


loss ratio as one ot 


using 


most accurate data available— 


One further should be made 
regarding the application of the loss ratio. 
Whenever used, and even if calculated on 
earned-incurred the devel- 
oped may be almost meaningless if the 
experience is not statistically credible. What 
fully de- 
pends to a great degree upon the individual 


comment 


an basis, ratio 


constitutes credible experience 
case and a variety of circumstances, all of 
which led 
credibility values as “for the greatest 


describe 
part 


has one authority to 
empirical.” ° 

There are several cases on record where 
the the 
seemed to no 


indiscriminate use of loss ratio 
reflect little or for 


credibility of the data from which it was 


concern 
developed. In one such case, figures were 
produced in a public hearing showing a 
loss ratio (on the earned-incurred basis) 
of 1.41 per cent for a particular form of 
consumer credit accident and health insur- 
ance.’ One would certainly mistaken 
in jumping to the conclusion, based on this 
limited information, that the rate this 
coverage excessive. As it happened, 
this ratio was calculated from total earned 
premiums of $1,849 and total losses of $26, 
which the 


recognize as statistically unreliable. 


be 


on 
was 


amounts even layman would 


Other common misconceptions could be 
cited; those reviewed here are merely sug- 
gestive of the type of common errors being 
committed today. It is hoped that 
tion of a few of will create 
awareness that no single criterion, taken by 


men- 
these an 
itself, can be used in the judgment of the 


reasonableness of any insurance rate. 


Current Rate Problems 


At present, both forms of consumer credit 
insurance (life and disability) are available 
on the individual policy (called the 
ordinary insurance method) or under a 
group plan with the master policy being 
the 
being 


basis 


issued to creditor and certificates of 


given to debtor-insureds. 
Although the group method is of major 


insurance 


7 “Exhibit ‘B’,’’ introduced in the hearing on 
credit insurance before the Texas Board of In- 
surance Commissioners, April 3, 1956, Austin, 
Texas. 

s‘ A statement 
Prudential 
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by E. B. Whittaker of The 
Insurance Company of America be- 


® See Kulp, work cited at footnote 4, at p. 473 


credit life insur 
ance, it is of somewhat relatively less, but 
importance in the field of 
credit insurance, It is 
hoped that more states will enact legisla- 
tion which will permit the f 
disability coverage to all debtors desiring 


importance in consumer 


growing, 
sumer 


con- 
disability 


extension of 


this coverage on a group basis. 


Under the advance premium payment 
plan used in ordinary consumer credit life 
insurance, the rate is usually $1 per year 
per $100 of initial indebtedness payable in 
one sum at the inception of the loan. The 
$1 rate provides the borrower with decreas 
life which the 
amount periodically declines by such sums 
equal to the 
balance. For 


ing-term insurance in face 
as to be approximately 


outstanding 


ex 


pected loan $2 
per $100, a level-term policy may be written 


to cover those loans not amortizable. 


Ordinary credit accident and 
health insurance is also paid in advance 
The rate is frequently expressed in dollars 
and cents per $100 of the original indebted- 
ness or as a percentage of that sum, and 
depends upon the amount and the duration 
of the loan. 


tomary in 


consumer 


A waiting period is also cus- 
order to eliminate very 
insignificant disabilities and to keep the rate 
within reason. A typical ordinary consumer 
credit accident and health policy paying 
benefits the fourteenth day of 
ability carries a rate of approximately $1.50 
per $100 of original indebtedness if the 
period of the loan is 12 months or less. 


Under 


ance policies written on 


1 » 
snort, 


from dis- 


consumer credit life insur- 
the group 
the rate is 75 cents per $1,000 per month on 
the balance.. This rate 
is equivalent to 48.75 cents per $100 of ini- 
tial 
basis, the rate for ordinary consumer credit 
twice that of 


most 
basis, 


outstanding loan 


indebtedness. Thus, on a comparable 


life insurance is about group 


coverage. 


Mortality experience of group consumer 
credit insurance has ranged from about 4.5 
per 1,000° to approximately 6.5 per 1,000. ° 
The mortality on ordinary consumer credit 
life insurance appears to be running about 
the same, if not slightly higher. 


Last December, before a newly created 


the National 
Insurance Commissioners, the question of 


committee of Association of 


fore the Senate Judiciary Committee of the 
State of Kansas, February 15, 1955. 

® This study is referred to in ‘‘Consumer In- 
stallment Credit Insurance,’’ a statement by 
Edward A. Dunbar delivered to the American 
Finance Association, December, 1955, New York. 
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regulation of the consumer credit insurance 
industry was 
with 
structure 


discussed—this time 
the 


and 


again 


considerable emphasis on rate 
other 


significant 


“including loss ratios 
on 
portance was the subject of compensation 
to the 


the ordinary 


component elements.” im- 


creditor which, particularly under 
method of insuring, is of sub- 


stantial proportions 


The question basic to the whole issue is 
“Shall granted to the 
creditor who provides consumer credit in- 


compensation be 


>) 
2 


surance to his customers?” There are those 
groups which strongly oppose payment of any 
compensation to lenders; for example, the 
National Life 


prey 1 yusly described as 


Association of Underwriters 


was such an or- 
This opposition stems mainly 
that the 


not equipped to render the caliber of serv- 


ganization. 
from the supposition creditor is 
ice provided by a full-time insurance agent 
Others would argue that no compensation 
should be paid lenders because no expense 
is incurred by making consumer credit in- 
debtors.” In 
must be 


available to 
argument, it 
presentation of 


surance 
to this remembered 
that a kind 
becomes necessary to secure a premium 


answer 


sales some 
from a borrower just as it is necessary in 
most other forms of life and accident and 
health Such presentations in- 
volve a varying amount of the lender’s time. 
within the 
that time 
Time spent in selling results in an 
the lender in so far as he is 
prevented from performing other useful 
tasks, or to the extent that additional help 
1S required because of the lender’s providing 
this his 
When the time of processing this insurance 


insurance. 


To varying degrees business 


world, it is recognized costs 
money. 


expense to 


insurance program to customers 
is added to the time needed to explain, sell 
and service this coverage, it becomes clear 
that the this 
available does, in fact, incur expenses. 

All 
zant of this fact and make provision for 
Under the 
group plan, the lender becomes the master 


lender who makes insurance 


consumer credit insurers are cogni- 


the reimbursement of the lender. 


policyholder with certificates of insurance 
distributed to the 
Depending upon such things as the mor- 


being debtor-insureds. 


See the Report of the Committee on Insur- 
ance Covering All Installment Sales and Loans, 
of the National Association of Insurance Com- 
missioners, meeting of December 5, 1956, Miami 
Beach, Florida. 

1 Wallace P. Mors, 
Credit Insurance,”’ a 
American Finance 
New York. 


Installment 
the 
1955, 


“Consumer 
paper presented to 
Association, December, 


Miami Insurance Law Conference 


tality experience of a given lender’s insured 
debtors, the expense allocation made by the 
adminstrative 


insurance company to its 


costs and various contingency reserves that 
might be the 


receives a 


necessary, lender as a mas- 
ter policyholder “retrospective 
“dividend” at the end of a 
period. This refund or divi- 
taken by the either 


cash or as a 


rate credit” or 
given fiscal 
dend lender 
in the 
future premiums. 
doubt that 


lender) it 


may be 
form of reduction in 
There seems to be little 
(because of this option to the 
is possible, in the case of pre- 
miums being paid solely by the borrowers, 
that the lender may retain for himself the 
fruits of favorable mortality experience in 
the form of cash premium refunds. To the 
extent that 


the lender’s costs of administration, they 


such refunds are in excess of 
are, in effect, an additional source of profit 
to the lender and have an effect similar to 
the commissions paid to lenders under the 
ordinary method. A study re- 
cently completed indicated that a substan- 
tial proportion of credit 
life insurers paid retrospective rate credits 
about 20 the 


12 


insurance 


group consumer 


or dividends of per cent of 
earned premiums. 

More 
Lite 
Association of 


than one year ago, the American 
the Life Insurance 


and 
America 


Convention 
(trade organiza- 
life insurance indus- 
try), as well as many of the consumer credit 
insurers, proposed a limitation on the lend- 
, After a joint study, 
organizations expressed their belief 
that their proposal the Na- 
tional Association of Insurance Commis- 
go to the root of many if 
not most of the remaining problems.” 


tions representing the 


ers’ commissions. 
these 
submitted to 


sioners would 
Spe- 
cifically, it was proposed to limit all com- 
pensation (including direct commissions, 
premium adjustments, policy- 
underwriting gains, etc.) to 
annum per $100 of initial 
the credit life in- 
surance, to 60 cents per $100 of initial indebt- 
the health 
with a nonretroactive 


dividends, 
writing fees, 
40 cents 


indebtedness in 


per 
case of 
accident and 
14-day 


elimination period on an indebtedness of one 


edness in case of 


insurance 


year’s duration, and to consistent amounts 


in the case of other credit accident and 


health insurance. ’ 


This proposal made by 


2 Daniel P. Kedzie, Consumer Credit Insur- 
ance (Homewood, Illinois, Richard D. Irwin, 
Inc., 1957). 

1% Joint statement of the American Life Con- 
vention and Life Insurance Association of 
America to the Subcommittee on Credit Life and 
Accident and Health Insurance of the Life 
Committee of the NAIC, November 28, 1955, 
New York 
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itself indicates 


the recognition of the current excessiveness 


the life insurance industry 


of compensation on consumer credit life in- 
surance over 40 cents per $100 of insurance 


As a further indication of this, reference 
is made to a study completed by the Bene- 
ficial Management Corporation, one of the 
largest consumer finance companies in 
America. It was found that the 
trative costs of providing consumer credit 


adminis- 
life insurance were approximately 37 cents 
per $100 of insured loans.™ Unfortunately, 
similar studies by other types of lenders 
providing this coverage are not available. 
quite that such 
studies would probably adminis- 


It seems clear, however, 
result in 
trative costs equal to, or less than, the 37 
cents per $100 


Finance Corporation. 


quoted by the Beneficial 


In light of the fact that similar cost 
studies indicate the administrative cost to be 
40 cents or plus the fact that the 
life insurance industry itself concedes that 
40 cents per $100 is an adequate commis- 
sion, it is not unreasonable to suggest that 


this amount are 


less, F 


commissions greater than 
€ XCeSSi\ ce. 

The 
is how a reduction in 
accomplished. The Consumer Credit Insur- 
Association (C.C.I.A.) last December 
proposed a model bill 
tion to incorporating many of the regula- 


practical question that arises 


may 


next 
rates best be 
ance 
which, in addi- 
tions previously agreed upon as feasible by 
the National Association of Insurance Com- 
missioners, also included a provision to 
“place a limit on the compensation which 
may be received by the creditor or its 
affiliate, associate or subsidiary, or a di- 
rector, officer or employee of any of them, 
expressed in dollars and cents, and be simi- 
lar to the proposal made in a joint state- 
heretofore submitted to the N.A.I.C. 


A ene Link. * 
The proposal by the C.C.I.A. 


ment 
by the 


appears to 
be a sensible method of effecting such re- 


ductions for several reasons. In the first 


place, the lender is bound to resist any 


“ ‘Analysis of the Cost of Handling Credit 
Life Insurance,’ a study made for the Bene- 
ficial Management Corporation by Driscoll, 
Millet & Company, analysts in bank manage- 
ment, Philadelphia, Pennsylvania, folio 3 

% See also “‘Cost of Administering HFC Insur- 
ance Program,"’ the results of a survey made by 
Household Finance Corporation, November 4, 
1955, Chicago, Illinois. Also see The National 
Underwriter, December 2 and 16, 1955, which 
has reference to a study conducted by the Com- 
mercial Credit Corporation 

%**Proposed Model Bill of the Consumer 
Credit Insurance Association,’’ submitted to the 
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from in- 
individual 
insurer, by itself, attempts to reduce lender 


attempt at reducing his income 


surance commissions. If an 
compensation, it may well result in the loss 
of that account to the insurance company. 
Next, although an attempt to reduce lender 
through voluntary 
tion insurers appears to be 
able to control, it 
possible legal infractions relating to price- 
As a result, regulation 


compensation coopera- 


among preter 
government smacks of 
fixing agreements. 
of this important 
seems to be the only feasible solution pro 
posed to date. It is hoped that 
reduction will be forthcoming soon so as to 


enjoy 


component of the rate 


such a 


enable consumer credit insureds to 


these reduced rates. 


Future 


the greatest influence on 


credit 


that 
consumer 

States has 
level of 


It is cleat 
the future of 
United 
continue to be, the 


insurance 
will 
consume! 


in the been, and 


credit. It appears equally certain that the 
system of purchasing consumer 
credit, and 
installment basis, will continue as 
the American way of living. At the 
time, the majority of the students of finance 
believe that 

debt is sound, 


in this area. 


present 


goods on 


particularly 


on the 


part of 


present 


the composition of consumet 
and foresee continued growth 
Few predict a decline. 

Consumer credit insurance executives 
readily admit that their industry’s growth 
has resulted almost directly from the pre 
nounced acceptance of consumer credit buy- 
American public. At the 
time, most that if 
suddenly declined, their 
probably follow, but not necessarily at the 
same rate. The principal reason for this 
is the industry’s continued success in dis- 


ing by the same 
credit 


would 


believe consumer 


business 


covering new areas for the development of 
consumer credit insurance sales 


Vendors of credit insurance 
have demonstrated an ability to 
their Originally 


terms of | 


consumer 
perceive 


new uses for coverages, 


conceived in insurance on the 


Committee on Insurance Covering All Install- 
ment Sales and Loans at the meeting of the 
National Association of Insurance Commis- 
sioners, December, 1956, Miami Beach, Florida 

Another method of hedging against a down- 
turn in consumer credit is the development of 
additional lines of coverage which are not ex- 
pected to be affected by a decrease in consumer 
debt. Allied coverages such as regular life and 
accident and health insurance, special accident 
policies, polio and dread-disease policies, and 
the like are often chosen to supplement and 
diversify the business of an insurer emphasizing 
the sale of consumer credit insurance 
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unsecured cash borrower, th 
concept, as we 
into the 


ability 


life of an 
have seen, has developed 
both death and di 


debto1 S 


provision tor 


coverages to involved in 


cash and merchandise transactions involv 


ing a great variety of lending institutions 


wo new applications of the use of thi 


coverage in widely different fields have been 
recently noted. Several consumer credit 
the outstanding 


hoth 


insurers are covering 
credit 
durable and nondurable 


disability 


now 


balance of time purchasers of 


goods. In another 


case, protection is provided tor 


This kind 


continue to 


participants in a mutual fund 


of growth is expected to 


responsible for increased sales of consumet 


credit insurance. 


\ few progressive insurers have recently 


begun a very extensive program of mat 


ket research in an attempt to uncover new 
thes 


programs are conducted on an experimental 


areas for sales. In several instances 


basis for a considerable period of 


time, 
actually 
Many of these 


sometimes at a loss, before they 
become self supporting. 


programs require substantial investments 


of time and money. Such research is very 


significant in two major respects. First, it 
is evidence that 

research, so common in other fields of busi- 
pervaded the 
industry. The 
results of such research have 
usually added not only to the quality of 
the service offered to the public, but 
to the stability of the insurance companies 
Second, it is important 


that the industry is not just a “fly-by-night 


the principles of market 


ness and insurance, have 


consumer credit insurance 


programs 
also 


as well evidence 


operation as some of its critics intimate 


Indeed, such 
try’s 


programs indicate the indus 


foresightedness and concern over the 
future 
Both group and ordinary consumer credit 


insurance are expected to grow, with tl 


former registering the largest relative gains 


It has proved successful in the past becaus« 


DEATH RATE DECREASES 


\ new low death rate was recorded 


last year among the owners of America’s 
85 million ordinary 
Institute of 

The 
100,000 


before 


life insurance poli 
Life Insurance re 
1956 death 
compared with 
668.8 ten 


cies, the 
ported recently. 
was 581.7 per 
598.8 the year 


rate 


and 
years earlier. 

Che 
fewer policyholder deaths in 


9.000 
than 


improvement reflects some 


1956 


% Ray Vicker, ‘‘Credit Insurance,’’ 32 The 
Wall Street Journal, March 13, 1952, p. 1 
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low cost and ease of administration. 


or 1ts 
Many group insurers have been evidencing 
a willingness to underwriting 
eligible 
qualify 


lower their 


make lenders 


ho did not 


insufficient 


standards so as to 
for group coverage w 


formerly because of an amount 


credit loans. For 


will 


ot outstanding consumer 
example, several 


group 


insurers now provide 


consumer credit life 


with 


insurance to 


lenders outstanding consumer credit 


$100,000. 


found that sev 


balances of approximately 


In addition, it has been 


eral insurers which several years ago had 


most of their business on the ordinary basis 


now write the majority of their consumet 


credit life insurance business on the group 


this growing trend towards 
still a 


insurance whet 


basis. Despite 


group coverage, there 1s need [Or 


ordinary consumer credit 


a lender is not large enough to quality 
insurance 


requirements or 


under company underwriting 


legality of mer- 
| 


group DAaASIS 


where the 
chandising this coverage on the 
doubt. Thus it 


ordinary method of marketing will continue 


is in can be seen that the 


relatively smaller, but 


ing, role in the industry 


to play a 


continu- 


that consumer 


within itself the 


In summary, it appears 


credit insurance contains 
growth. In- 


outlook for 


sound 
that the 


economy as a 


necessary tactors for 


dustry is convinced 
the American whole is 
promising and envisages continued growth 


of consumer credit insurance within the 
expanding economy. Made five years age, 
that “The future in this field 
unlimited” ” is 


credit 


the statement 
is virtually reflective of the 


entire consumer insurance industry 
When carefully considered, this op- 
unwarranted. All 


towards an 


today. 
de es not 
indications point 


timism appeal 


increasingly 


security-minded populace which accepts the 


existing system of time purchasing and 


credit 
important 


the consumer insurance mechanism 


valuable adjunct. 


[The End] 


as an and 


would have 


occurred had the previous 
vear’s rate still applied and 45,000 fewer 
when compared with the 1946 rate. 

The heart and circulatory diseases re- 
mained the death 


in 1956, accounting for 57 per cent of all 


number one cause of 
deaths among ordinary insurance policy- 
holders. The 1956 rate for cancer was 
108.2 per 100,000, about 3 per cent lower 
than the year before. 





Credit Transactions 


in Which Insurance 


By FRED H. McNULTY 


The author ts vice president, State Bank 
Haines City, Haines City, Florida. 


T AVING formerly been a life insurance 
agent, it will be difficult for me to 
my remarks in full to the creditor’s 
viewpoint on this subject. Let 
the outset that I intend to 
cuss only the use of credit life and disability 
or consumer credit 


confine 
me also 
stress at dis- 
insurance in connection 
with credit transactions, Time will not per- 
mit me to discuss casualty lines presently 
used in connection with credit transactions. 
credit in 
specifically, I shall sum 
marize the pertinent provisions of the 1955 
Florida Statutes. 


In order to define consumer 


surance more 


Volume 2, 


“Credit 
life 


Chapter 646.01, Section I, 
Life Insurance is that form 
insurance which 


States: 
of term precludes 
debtor selection as to beneficiary or assignee 
under which the life of a borrower of money 
or a purchaser of goods is insured in con- 
nection with a specific loan or credit trans- 
action.” The creditor is the primary bene- 
under the 
debtor may name a secondary beneficiary. 


In Florida 


forms 


ficiary; certain circumstances 

three recognized 
(1) group credit life, (2) franchise 
credit life insurance and (3) individual credit 
life insurance. Each the same 
fundamental function—to liquidate indebted- 
the event of the 


there are 


performs 


ness in debtor’s death. 


For the purposes of this discussion, fran- 
chise and individual life 
the Group credit life 
insurance differs in that the creditor is the 
policyholder as the 
insured 


credit insurance 


are basically same 


well as beneficiary, 


and many debtors are under the 


provisions of one policy 
The 


any 


the life of 
the original 


insurance on 
not to 
amount of the specific contracts of 
indebtedness, or $10,000, whichever is less. 


342 


amount of 
debtor is exceed 


face 


Is Used and Why 


However, where the indebtedness is repay- 
able in substantially equal installments, the 
amount of insurance in is not to 
exceed the approximate unpaid balance of 
the 
states, 


torce 18 
indebtedness. In Florida, as in 
life 
nection with agricultural loans of one year’s 
duration or the 


many 


credit insurance written in con- 


less may be written on 


level-term basis. 

Credit accident and health insurance like 
wise may be 
as “that 
borrower ot money ora purchaser of goods 


sold in Florida and is defined 


form of insurance under which a 
is insured in connection with a specific loan 


or credit transaction against loss of time 


resulting from accident or sickness. 


he total indemnities provided under the 
health 
ance are not to exceed by more than $5 the 
amount of the initial indebtedness; although 
where the indebtedness is repayable in sub- 
the 
exceed 
the 


terms of credit accident and insur- 


amount 
the 
loan. 


stantially equal installments, 


insurance is never to 


approximate unpaid 


of such 
balance of 

The basic purpose of credit accident and 
health insurance is to 
whereby the periodic installments due on 
the indebtedness will be automatically paid 
in the event the debtor is disabled through 
the the 


provide coverage 


accident or illness during term of 


policy. 

In Florida, neither credit life nor credit 
and health insurance includes life 
or accident and health sold in 
with real 
than 36 months’ duration. 


accident 
insurance 
loans of more 


connection estate 


Credit life and credit accident and health 
insurance may be written in connection with 
the many 
credit 
(1) secured or unsecured, 
endorsed or and installment as 
well as single payment or demand types; 


forms of 
would 


and varied consumer 


transactions, These include 


direct loans, 


comaker, 


(2) installment buying, generally under the 


terms of conditional sales contracts; and 
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(3) other installment or conditional buying 
through such plans as charge or revolving 
credit accounts 


Credit life and disability 


also frequently 


insurance are 
with 
modernization and home 


written in connection 
agricultural loans, 
mortgage loans and similar transactions not 
generally thought of as 
Hence, the 


credit 
to refer to credit life 


“consumer” 
tendency 
and credit accident and health insurance as 
“consumer” credit 


insurance sometimes 1S 


misleading 


The 


gaged in the business of lending money (01 


types of financial institutions en- 
otherwise extending credit) which presently 
utilize consumer credit insurance in Florida 
today would banks, 


credit 


commercial 
Plan 


loan 


include 
Morris 


and 


savings banks, banks 


unions, building associations, in 


dustrial loan and investment companies, 


licensed consumer finance companies, sales 


finance or auto finance companies and 


federal farm-lending agencies, such as pro- 
duction credit associations. 


Credit life insurance and credit accident 


health 
mental 


funda- 
They provide addi- 


and insurance pertorm two 


functions: (1) 


tional security, protection and peace of 


and their families; and 


(2) they provide additional collateral secu- 


mind for debtors 


rity for the lender or creditor. 


Having been formerly employed as a 
Prudential In- 
America, | 
phrase of 
executives: “No debt 
that the that made it.” I 
believe in consumer credit insurance. When 


growth of 


life insurance agent for The 


surance Company of proudly 
Pru- 


should live 


repeat the classic one oft 
dential’s 
longer man 
one witnesses the tremendous 
this relatively 


becomes apparent that the 


new form of insurance, it 
American public 


likewise believes in it. 


With nearly $20 billion of credit life 


insurance in insuring approximately 
30 million people, I am convinced that the 


institutions which have 


Torce 


sold consumer credit 
insurance to the American public have done 
the entire insurance industry a great service, 
not only in providing excellent additional 
protection but also in further educating the 
public about insurance. 


Sixty years ago industrial life insurance 
popular form of in- 
as to the 
many who used it, it was a wonderful thing; 
to those who did not understand it, 


trial 


was becoming a very 


surance. To the many who sold it 


indus- 


insurance was controversial and not 


Today it is generally 
that one of the 


properly appreciated. 


acknowledged, however, 
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contributions of industrial life insur 
make the 


“insurance minded.” 


great 


ance was to average American 


Similarly, today consumer credit insur- 


ance makes more Americans aware of their 
needs l often wonder 
: 

had 
perience with insurance of any kind through 


general insurance 


how many consumers 


their first ex- 
| 


receiving a 
note stamped “paid in full” because credit 
life had been bought. 


buying a credit life policy or 


\s a former life insurance agent, let me 
that only 
performs limited functions and meets limited 
needs. It 


emphasize credit life insurance 
does not replace the need for 
Consumer credit 
excellent addition to 


other forms of insurance 
insurance is simply an 
the ordinary insurance program or estate 
planning of the average American 


Let me also emphasize that there is no 


substitute for professional advice in deter- 
all of the 
particular individual, 
Each has peculiar needs 


mining insurance needs of a 


family or business. 
Each must make 
lering all of 


help 


its own decisions after const 


the circumstances involved with the 


of a trained insurance salesman, 

When a partnership or corporation bor- 
rows large amounts of money from financial 
institutions, it has specific insurance needs 


When the 


family breadwinner begins to plan his over- 


and should seek expert counsel 
all insurance program, he needs able assist- 
ance. There is no substitute for the insurance 
agent 

Yet, few American consumers these days 
will find that their 
program cannot be strengthened by the use 


ordinary insurance 


credit Florida’s 
outstanding State 
Commissioner, J 


of consumer insurance 


Treasurer and Insurance 
Edwin Larson, has sum- 
marized the reason in the following manner: 
“Consumer credit insurance, when properly 
written, performs a dual function. It serves 
form of collateral 


as a security for the 


creditor and simultaneously provides pro- 


tection to the debtor, his family and estate.” 

Why has accident 
and health insurance become so widely used 
Why do debtors want ‘tt, 
do creditors sell it or otherwise 


credit life and credit 


today? and why 


provide it? 


Paramount among the many reasons why 


debtors wish to have consumer credit in- 


surance is the feeling of peace of mind gen- 
when the consumer knows that the 
after 
plague his disturb his 
Untimely permanent dis- 
ability would not create painful and costly 


erated 
debt he has 
him to 


contracted will not live 
family or 


estate. death or 
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his family o1 
other 
period 


readjustments in the lite of 


even shortages of funds 


The 


catastrophe 


temporary 


wise depended upon. critical 


following a_ significant would 


possibility of 
had 
been contemplated and properly provided for 

The 


use the credit 


crucial because the 


death or disability 


be less 


while owing money 


-debtor feels more free to 


facilities so readily 


consume! 
available 
in our American economy today when pay 


ment is assured. He can provide earlier 


enjoyment of an automobile, appliances, a 
even a house for his family 
The 


restrained by fear of 


new garage or 


and thereby enrich family living bread 
winner is not taking 


advantage of our streamlined credit system. 


Che consumer gains satisfaction in realiz 
ing that his own credit standing is strengthened 
by the consumer credit 


He is more easily able to borrow or 


existence of insur- 
ance, 


buy on time. 


Moreover, the time purchases of goods or 
modernization will not 


catastrophe 


financing of home 


be in vain if strikes. In the 
trying months following death or disability, 
the family would not have to sacrifice the 
unpaid-for furniture and 


appliances or see the unpaid-for remodeled 


use of new but 


home encumber the otherwise orderly fam 
ily living. 
The 


Insurance 


credit 

that 
his endorsers, friends or family are relieved 
of any responsibility of meeting an obligation 


debtor who 


likewise 


buys consumer 


may rest assured 


which he had incurred. 
Many 


utilizes 


debtor 


because 


times a consumer or other 


consumer credit insurance 
it is the only insurance protection available. 
Credit life and credit disability 


may 


insurance 
be procured without medical exami- 
nation at reasonable premium cost for all 
persons between the ages of 18 and 65. Few, 
if any, ordinary life insurance policies are 
patterned to meet the specific needs of the 
average consumer incurring small yet sig- 
debts. credit insurance 


is particularly important to older consumers 


nificant Consumer 
who are unable to purchase any insurance 
because of health impairment or age. 

The absence of exclusions ahd the broad 
under credit life 
insurance policies are very attractive to the 


coverage provided most 


wage-earning consumer, The provisions in 
most policies today are simply stated and 
easily understandable. Fine print is notice- 
ably absent. 

Another attractive feature of 
credit insurance, as its users know it today, 


is that it is 
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consumer 


available at the time and 


generally in the place where the debt is 
lhe i 


mediately, and the 


incurred coverage is in effect im 


cost is reasonable 


of purchase and immediacy 
bolstered by the that 
consumer tailor-made 


Convenience 
of coverage are fact 
the average buys a 
designed to 


Che 


purchase excessive insurance and is assured 


policy specifically perform a 


single function. consumer does not 


by the fact that one possible problem tor 


his family or estate has been eliminated by 
virtue of a term insurance policy in the 


exact amount and for the exact term. 


In Florida the 


term ot 


problem of tailoring the 
demand (which 
have no predetermined maturity) has been 


permitting the 


a policy to loans 


realistically solved by sale 


of a six-month term policy in connection 


with demand loans. Such an arrangement 


permits excessive insurance and in 
no difficulties. 


hardly 
my experience has created 


Why Lenders Support Use 
of Consumer Credit Insurance 


There are also a number of reasons why 


creditors or lenders support the use of 


consumer credit insurance. As we have in- 


dicated in our definitions, the creditor or 
lender generally is the beneficiary. In the 
case of level-term insurance written, for 
instance, on the lives of borrowers of agri- 
second beneficiary gen- 


cultural loans, a 


erally is the family or estate of the insured 


debtor 


Consumer credit insurance safeguards the 
financial assets of the credit grantor since it 
assures payment of a debt or continued 
event of a 


payment of installments in the 


catastrophe. 
More important than paying off a debt is 


the fact that the 
credit insurance 


existence of 
forestalls the 


consumer 
policies 
necessity of costly and unpleasant collec- 


tions of loans due, repossession ot goods 
purchased on time, foreclosing of a mort- 
gage on a home or acting upon a chattel 


mortgage given by the debtor 


favor the use of 
they 


and lenders 
credit 
its value as a public relations tool. 
You only have to witness the receipt by a 


Creditors 


consumer insurance because 


know 
widow of a note stamped “paid 
(when she might have expected a 
credit 


saddened 
in full” 

collection agent) to appreciate why 
life insurance is a great thing for creditors 


as well as debtors. 


Good will and continuing cordial business 


relationships are tangible results of using con- 
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mer credit insurance. Not onlv is this true ing institution is vital n 
1 the immediate family of an insured debtor, 1 h of the breadwinne 


but it also applies to others such as co mortgagee and mortgage 


makers and endorsers. You might say it economy as a whole 


consumer credit insurance, both life ( Fel his wale ol ues 
ie 1aSt OF stressin tne 


accident and health, has tended to take ; a. 1 


life and credit disability 


9 credit 


“bas iness ot to ollections : 
ba tardline out I cred a lect : to creditors and debtors. 


We bankers know that there is a mean to imply that there are 
siderable amount of time, effort and expense controversies. I feel, however, th 


involved in repossessions or collections times people are more attracted 

fact alone means that most creditors problems and forget the general benetits 
; ae ; 

at consumer credit insurance is an in and over-all wholesom« consumer 


and inseparable part of g | redit insurat 


follows that the financial institution 
provides consumer credit insuranc« rages 


ervices has another selling poimt in dea insurance in th 
ing witl potential! customers supposed coercive atu! of credit Insurance 


transactions or \ Dp l discussions 


Consumer credit insurance 1s 
: about premium 
tional source of income creditors ; : 
> see the n 1 to ol rt : ’ 
nstances. By virtue of providing a a 
lems. 

service (now in demand in 


coun ~~ ‘eae I nancia! 


expenses and otherwise Loe 


deal trouble is, therefore, 


administrative cost 


others, be for he « rsement of a wel nown customer, 
rtain degre: the financial in ition | an insurable in- 


life insurance, and tO a Cé 


t] terest 1 tl ! I | endorser in 


dit accident an | 1 Insurances 
the debtor. 


momy and the high standard of livin 


ich all of us enjoy lay would ! 


' 
n greatly retarded because credit wou 

: . ae 

have been made as readily availabk 

the consumer, and the consumer would 1 

oa , , creditor 

ave been as willing to use his credit 
sible 


spon 
I 


\ simple history lesson 


this point In 1928 tl ancing 


state purchases, tor ist » Was 


base 
at 50 per cent of value | 

nt that the haser would | 

4) 


provide per cent 


real estate in casl ° only 
value was financed lt those days 


ame unexpe ctedly, chances were go 


e ordinary insurance program would have ntract, that Mrs 


fficient to liquidate the mortgages provides certait 
situation with today’s higl SME” CVERE OF 

' 
le 3 undue nnat 


ipon Mr, A 


revailing value 
‘ommon to fi ‘ estate loans equalling 
1) per cent I I ~f the value of t! Presently, M1 al y protect him 
real estaate purchase. Regardless of FHA self against Mrs ’s d h | purchasing 
or VA backing, the importance of add from an ordinary 
nder these i 2712 providing t | mortgage will be paid ott 


tional life insurance ul | 
deat} With statutes 


rtgage insurance 


conditions cannot be overestimated. 


1 1 } 4 7 ' 7 + } 
lite insurance sold by or th gn tl a lati eltect which prevent pei 
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sons from protecting their insurable interest 
by utilizing credit life insurance but which 
give these same people the right to protect 
through an ordi- 
definitely is 
who markets 


their insurable interests 


nary life prejudice 


creditor 


agent, a 
shown against the 
credit insurance and against credit life in- 


surance as a concept. Such a prejudice is 
not in the best interest of the debtors. They 
are unable to procure the protection which 
seek at the most convenient point of 


purchase—where the debt obligation is in 


they 


curred 


credit life 
might well devise policies whereby the hus 


Companies issuing insurance 


band and or wife or comakers are covered 
for the full amount of the unpaid balance of 
the indebtedness at a designated premium 
Such a plan should provide that in the 
event of death or the loss of an eye, hand 
or foot, the proceeds of the policy 
be paid in full, and that the policy is void 


in so far as the survivor or survivors may 


should 


be concerned. 


Frequently the value of a given type oi 
policy or credit insurance plan is obscured 
fundamental who 


the premium. I 


by such a question as 


should pay believe in the 
principle that a person should pay for the 
service or product from which he derives 


the full benefits and pleasures. 


The form of 
commercial banks today in Florida is in- 
dividual credit life insurance. Under such 
a policy plan, the borrower pays the full 
cost of the policy and knows that he has 
such a plan also 


insurance used by many 


paid for it. The use of 
assures sound underwriting, frequently so 
necessary because of the large amounts in- 
volved in bank lending. 
Under credit life 
miums are paid in several ways: 


insurance, pre- 
(1) entirely 
by the debtor as a separate item of 
the debtor through an in- 
crease in the interest rate of the creditor, 
(3) partially by the creditor as a cost of 
providing an additional loan service (either 


group 


cost, 
(2) entirely by 


as an interest rate increase or as a 
arate item of cost) and (4) entirely by the 
who utilizes the 
competitive service or as a builder of good 
will. 


sep- 


creditor insurance as a 


should pay the cost for 
such additional service, but he should know 
he has paid—and for what. Frequently 
when the customer does not pay such cost 
All costs of 


shown as 


The customer 


directly, he pays it indirectly. 


insurance should be separate 


items 


346 


Creditors should call a spade a spade. 


receiving 
something of value when he buys the in 
surance protection. Concealing the 
tional failing to inform the 
tomer of the additional protection he has 
procured merely is postponing full appre- 
ciation of the additional service. It deters 
full understanding and the ability to eval- 
uate the costs involved. 


Obviously the customer is 
addi- 


cost or cus- 


large metropolitan 
which have continued to adjust their inter- 
upward to include the 


Creditors in areas 


est rates cost of 
credit life insurance in the cost of the loan 
are simply when they 
must begin to train their personnel to ex- 


forestalling the day 


plain and sell consumer credit insurance to 
their debtors. The primary reason that the 
rate-adjustment approach has been used is 
that frequently lenders in large metropolitan 
below the maximum allowable 
By adjusting their interest 
rates, they are able to meet less customer 


areas are 
rate of interest. 


resistance and simultaneously eliminate the 
expense and other inconveniences of train- 
ing personnel to sell the insurance service 
being provided. 


The net result of such an approach is 
that (1) neither many of the debtors nor 
many of the creditor’s personnel are aware 
of the insurance coverage, (2) many insured 
debtors or their families fail to take proper 
advantage of the insurance in force and (3) 
the creditor’s personnel are not equipped to 
The debtors do not file claims and 
institution 
cannot properly assist in the processing and 


assist. 


the personnel in the financial 


the payment of claims or refunds. 


Criticisms by Regulating Authorities 


Among the more heated controversies 
which capture the attention of persons in- 
terested in consumer credit insurance has 
been the attitude of both public officials and 
members of the industry toward the com- 
dividend 


various companies 


mission, bonus or arrangements 
by which the writing 
credit life insurance compensate their agents 
or creditor-policyholders. I, for one, do not 
feel that much of the prevailing criticism is 


justified. 


Premiums presently being collected for 


credit life insurance are not excessive, in 
my opinion, and the commissions or other 
which that 


they are able to pay are not excessive. I 


compensation companies feel 
firmly believe that the commissions which 
that it can any 
writing 
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are, in the last analysis, based upon the 
habits of the individual ot 
firm. No criminal or immoral implications 


should be 


sumer 


underwriting 


attached to the practice in con- 


credit insurance of compensating 


agents or agencies for good underwriting. 


Under the 
which a 


individual credit life plan, 
great many Florida banks utilize 
today, the underwriter has full control over 
risk, that is, whether 
a debtor is sold insurance. Proper 
favorable mortality 


the selection of the 
or not 
selection means more 
experience and should be compensated as 
other insurance lines. The addi- 


tional effort and time spent by the agent is 


it 1s in 


compensatory. 


Another 
thorities present is that the insured has no 
opportunity to select the which 
will risk. They claim that such 
selection is left up to the creditor. The 
creditor’s basis for selection is the amount 


criticism which regulating au- 


company 


carry his 


of compensation he earn rather than 


the price the debtor must pay. 


may 


As to this relationship between the cred- 
consumer credit 
insurance find that the 
critics concede that the insurance transac- 
from the 


itor and the debtor in 


transactions, we 
tion is inseparable credit trans- 
action; furthermore, the creditor frequently 
has the right to require such insurance or 


other collateral as security for the loan. 


critics’ 
have the 


There are fallacies in the 
First, the debtor 
right to purchase a policy from any com- 


argu- 
ments. does 


pany or agent so long as the one selected 
meets the standards of the creditor’s policy. 
More important, however, is the fact that 
the interests of the creditor and debtor are 


similar. This is all too frequently ignored. 


The creditor simply wants the claim paid 


properly and promptly in the event of a 
catastrophe, and the creditor wants the cov- 
erage to be what the debtor needs. An in- 
no desire to see in- 
sold to 


one of his debtors; such a transaction would 


telligent creditor has 


adequate or excessive coverage 
destroy the advantages of the entire insur- 


ance program accruing to the debtor and 


the creditor alike. 


Having been an active full-time insurance 


agent, and thereby closely connected and 
associated with the insurance industry after 
World War II, I cannot help but feel that 
many of the people who complain about 
the “infringements” of consumer credit in- 
surance upon other fields of insurance are 


simultaneously condemning National Serv- 
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ice Life Insurance. Many of the insurance 


agents who recommended that their clients 
cancel their National Service Life Insurance 
did so in order to sell 


these clients 


kinds and, conse- 


same 
more insurance of other 
quently, to make more commissions. 


Many of these insurance agents 
alert to the 
developing out of the 


National 


missed a 


Same 


were not program prospects 
social 


Insur- 


existence of 
Life 
selling ap- 


security and Service 
They 


Presently 


sound 
existing protection and 
with addi- 
Social security and 


ance. 
proach. 
security could be 
tional insurance plans. 
NSLI were logical starting points of a com- 


strengthened 


prehensiv e msurance program. 


Many of these were not alert 
and still are not alert to the program pros- 
about by the sale of small 
policies, credit life in- 
small make more 
people insurance-conscious and create the 


agents 
pects brought 
insurance 
surance. 


such as 
These plans 
desire to buy more life and other kinds 
of insurance. 


In reflecting some of the current 
credit insurance controversies, I am _ in- 
clined to feel that the small country bank 


and its suffering from, 


upon 


customers are 
rather than deriving benefit out of, prevail- 
ing controversies. For instance, the nega- 
tive position of a few of the larger small 
loan companies in regard to accident and 
health insurance has brought no good, and 
such an attitude simply reflects competitive 
conditions existing in the small loan busi- 


ness. Likewise, the jealous and negative 


attitude of certain insurance agent associa- 


tions has been unfortunate. In many re- 


spects, the associations’ attitudes 


credit life 


agent 

toward insurance are similar to 

their attitudes toward part-time agents. 
sanks 


various forms of credit life insurance, in so 


and other institutions using the 
far as I have been able to determine, have 
been reluctant to become embroiled in the 
legislative activities of certain negative- 
minded loan companies and agent associa- 
tions. Many of us have been willing in the 
past to accept the results of their activities. 
Actually, banks and other institutions sell- 
ing consumer credit insurance should begin 
to take a more active part in determining 
the outcome of credit insurance legislation 
and regulation. Such activity is in the inter- 
est of our clients, who comprise the Amer- 


ican public, and is in our own best interest. 
I have previously indicated that credit life 


or credit accident and health insurance was 
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the 
the 
pur 


meant to, and never will, replace 
for expert 


torms ot 


neve! 


need insurance counsel and 


many insurance protection 


chased by American families using special 
counsel. However, if I were still an agent, 
that I would make the widespread 
insurance an ad 


rather than 


I hope 


use of consumer credit 


vantage in my sales activities 


condemning it and having it work against 


Credit life 
It has a definite place in our economy. It 
protec 


me insurance is here to stay. 


shall continue to provide excellent 


for the American consumer. 


tion 
the time, 


and the voices most often 


Unfortunately, up to present 


the loudest voices 
heard are those representing groups which 
insurance as it is 
the 


doing 


are opposed to credit life 
known and used today 
served by 


Surely public 


interest will not be away 


with this tvpe of insurance coverage 


An Appraisal 


of Consumer Credit 
By }. REUBEN DARR 


J. Reuben Darr, CLU, is superintendent 


Bankers Security Life 
New York City 


of agencies, 


Insurance Society, 


ORDER to give an accurate appraisal 
of consumer credit insurance policies, | 
first like to quote an 
a speech by Frank J. Scott, former president 
of The Morris Plan 
New York, who once appraised consumer 
credit insurance in this manner: 


would excerpt from 


Insurance Society of 
“No creative contribution to human serv- 


mechanical and 
more 


ices, as distinguished from 
technological inventiveness, has had a 
profound and dynamic impact upon a whole 
people than the principle of credit 
upon 
corollary in credit life insurance.” 


based 


character and earning power and its 


In essence, his words reflect my general 
attitude after reappraising consumer credit 

1See the National Association of Insurance 
Commissioners Model Bill, Group Life Defini- 
tion and Group Life Insurance Standard Pro- 
visions, adopted June 1, 1956. 
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Credit life insurance need not be 


demned nor snarled at by the ordinary life 


con 


agents, because it is or can be an important 
part in every man’s life insurance program. 
His flexible item life 
insurance is designed to provide protection 


debt is a and credit 


for a specific debt. The amount of protec 
tion required to meet this contingency de 
pends on the amount of debt outstanding 
at a given time. 


only convenient method whereby 


The present system is the 
this pro- 
tection can be secured 


“three C’s” of 
credit the “four 
C’s” of credit: character, capacity, collateral 
and for one, shall help 

and 


the 
known as 


Someday, perhaps, 


will become 
credit insurance. I, 
to hasten the coming of 
feel thaat the 
our bank and thousands of banks like ours 


[The End] 


day 
who 


such a 


certain consumers use 


will support me. 


Insurance Policies 


insurance policies in preparation for this 


papel 


Credit life insurance has been described 
as “that form of insurance under which the 
life of a borrower of money or a purchase 
of goods is insured in connection with a spe- 
Credit 
accident and health insurance has been de- 
“that 


which a borrower of money or purchaser of 


cific loan or credit transaction.’ 


scribed as form of insurance under 


goods is indemnified in connection with a 
specific loan or transaction against the loss 
of time resulting from accident or sickness.” ? 
These two types of insurance generally are 


referred to as consumer credit insurance. 


At the end of 1955, $14.8 billion of credit 
life insurance was in force, covering nearly 
half of the consumer credit outstanding in 
the United States.* 
mately 28 million policies and certificates in 


Chere were approxi 


* See work cited at footnote 1. 
' 1956 Life Insurance Fact Book, 
Life Insurance, pp. 28-29. 
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force at the close of that year, and additional 


thousands of credit accident and health in 


surance policies were in effect." 


Of the approximately $15 billion of credit 


life insurance, 84 per cent was_ issued 


through group policies. The remaining 16 
per cent was written under individual poli 
cies.” Such a predominance of group credit 
life insurance seems startling when one re 
life insurance 


members that the first credit 


policy was written in 1917 on an individual 
basis It was not until 1926 that the first 
group policy was issued. Since 1926 the 


popularity of group policies in preference to 
individual policies has become well estab- 


lished. (See chart on the following page.) 


Because individual credit life policies are 


still widely used, and because in the forma 


tive years of credit life insurance individual 
policies were used exclusively (with many 
of their provisions and features later being 


incorporated into group. policies), they 


should be carefully analyzed and appraised 
The individual policy has not been fully ap 


preciated 


In order to analyze each of the types of 
and to appraise 


should (1) 


carefully define and classify the vart- 


credit policies 


their 


Insurance 


relative importance, we 


more 
ous types of credit insurance policies in us¢ 
today, (2) compare and contrast credit poli 
insurance policies and (3) 


cies with other 


place all of these policies in their proper 


perspective 
this article are 
define insurance policies 


Hence, the purposes of 
(1) te 


generally 


classify and 


and consumer credit insurancs 


policies specifically, (2) to describe the basic 
and characteristics of credit in 
policies and (3) to review 


development of 


provisions 


surance certain 


significant stages in the 


these basic policie S 


Chere are two basic types of credit life 


insurance policies—group and_ individual 


Botl 
term basis or a level-term basis. 


types may be issued on a decreasing 


Chere are two types of credit accident and 
group and individual. Botl 


elimination 


health policies 


types may be issued on an 


period basis or a retroactive basis. 


limited number ot 


combination 


In recent years in a 


SO called policies 


both life insurance and accident 


states the 
containing 


and health insurance provisions have been 


* See work cited at footnote 3. 

5 See work cited at footnote 3. 

6S. S. Heubner, Life Insurance (New York, 
Appleton-Century-Crofts, Inc., 4th Ed., 1950), 
p. 83 
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issued. These policies may also be issued 


on both an individual and group basis. 


Because of limited time I have confined 


specific discussion to (1) individual-decreas- 
ing- and level-term policies, 


credit life 


{ (2) the general 
features of a group insurance 
1° > ° e 
policy and (3) a brief consideration of acci- 
dent and health policies 
my hope that this article will cast 
light 


centering about 


It is 
new controversies 
both as to 


their proper definitions or classifications and 


upon existing 


various policies, 


as to their functions and uses 


Consumer Credit Policies— 
Classification and Definition 


An insurance policy is a document em- 


bodying a contract insurance between the 


insurer and the insured There are, of 


course, many different types of policies is- 


sued today them may be issued 


group basis o1 individual 


‘TI he group 


I 


upon a upon an 


basis. basis is characterized by 
insuring many risks under one policy, where- 
basis is characterized by 


is the individual 


insuring only one risk under each policy. 


Life insurance policies may be grouped 


into two broad categories hole-life poli- 


cies and term policies 





‘A whole-life policy may be classified as a 
. 1 


term policy for the whole of life, while a 
term policy is written for a definite period 
of years, whole life.” 
Since the stipulated term of credit life poli- 


cies is usually less than three years, they are 


shorter than the 


properly classified as term policies 


\ term policy may be more fully defined 





as “a contract which furnishes life 


protection for a limited 


Insurance 





1umber of years, the 
face value of the policy being payable only 
if death stipulated 
term, and nothing being paid in case of sur- 


should occur during the 
Term policies are designed for pro- 
either 
procurement of temporary in- 


vival.” ' 


tection against contingencies which 


require the 
amount of 


surance or demand the largest 


insurance for the time being at the lowest 


s 


cost. 

Credit life insurance protects the insured’s 
family or estate against the contingency of 
paying the balance due on the insured’s in- 
| Therefore, 
insur- 

term 


ie event of death. 
credit life 


@ebtedness in t 
it becomes apparent that 


ance performs the basic functions of 


7 See work cited at footnote 6, at p. 97 
‘See work cited at footnote 6, at p. 98 
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PER CENT OF TOTAL CREDIT LIFE INSURANCE IN FORCE UNDER GROUP POLICIES 
AND INDIVIDUAL POLICIES IN THE UNITED STATES, 


1926-1955 


(as derived from 1956 Life Insurance Fact Book) 


| 


Individual 














1931 1936 


1941 1946 1951 


(Prior to 1926 all credit life policies were individual policies.) 


insurance and fulfills its purposes. By any 
acceptable definition, credit life insurance is 
one of the many recognized forms of term 
insurance. 

The premium is usually 75 cents per $1,000 
per month or 4834 cents per $100 per year on 
a prepayment basis under group credit life 
policies, and $1 per $100 per year on a pre- 
payment under individual credit life 
policies. These premiums are competitive 
with other types of group life and ordinary 
term life insurance, respectively, although 
cost has little or no effect upon the proper 
definition or classification of insurance policies. 


basis 


We may further describe both individual 
and group credit life insurance policies as 
“single need” forms of term life insurance. 


® See work cited at footnote 6, at p. 97. (This 
is based upon Dr. Heubner’s definition with 
words supplied to fit it to credit life insurance.) 
If it is a level-term policy, the balance due on 
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Now that we have defined term insurance 
and classified credit life policies in the term 
insurance family, we can define a credit life 
policy as a short-term contract written on 
the life of a debtor which furnishes life in- 
surance protection for the length of the loan 
contract, the balance due on the loan being 
liquidated only if death occurs during the 
stipulated term, and nothing being paid in 
the case of survival.® 

However, a credit life policy, whether it 
be a group or individual policy, can be more 
carefully defined by including its purpose 
(the liquidation of debt in the event of 
death) in the definition: 

“A credit life policy is a term contract 
which provides for the liquidation of in- 


a loan will be liquidated and the difference be- 
tween this and the face amount will be paid to 
a secondary beneficiary. 
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debtedness if the insured should die during 
the term of the indebtedness.” ” 


In the broadest sense, accident and health 
policies may be defined as follows: 

“The accident and health policy is a con- 
tract of indemnity. It agrees to pay indem- 
nities under certain conditions that are set 


forth in the contract.” ™ 


\ credit accident and health policy, be it 
issued upon a group or individual basis, is 
one of the many recognized forms of acci- 
dent and sickness policies. It would be de- 
fined as follows: A credit accident and 
health contract of indemnity 
which provides for the payment of periodic 


policy is a 
obligations due on an indebtedness in the 
event of injury or illness, if such injury or 
illness should occur during the term of the 
indebtedness. 


Hence, the credit accident and health 
policy seems to conform to the fundamental 
precepts of all accident and sickness insur- 


ance p¢ licies. 


Individual Credit Life Policy — 
Decreasing-Term Type 


The most often used individual credit life 
insurance policy today is the decreasing- 
type. 
insurer shall pay the balance due on the in- 
debtedness (in with which the 
policy was issued) in the event of the death 
of the insured. 


term It generally provides that the 


connection 


The name and age of the insured appear 
on the face of the policy. The date of issue 
and the term, the initial amount of insurance 
and the premium are also set forth on the 
policy’s face. 

On the reverse side of the policy gener- 
ally there is a provision for the payment of 
the premium to the home office of the in- 
surance company or its agent and a state- 
ment that the policy constitutes the entire 
between the insurer and the in- 
The policy is incontestable from the 


contract 
sured. 
date of issue. 


Credit life insurance policies are non- 
cancellable (by the insurer) and are non- 
renewable term policies. These features are 
generally indicated in bold type on the policy. 


In addition to these basic policy provi- 
sions, most insurance companies establish, 


1” See second part of footnote 9. 

1 Robert W. Osler, Guide to 
Sickness Insurance (Rough Notes 
1955), p. 37. 

2 In certain states the creditor has the right 
to require the purchase of such insurance, In 


Accident €& 
Company, 
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through agency agreements or otherwise, 
certain underwriting requirements which af- 
fect the issuance and use of the policy. In- 
limits are and 
generally range from 18 through 65 years. 
The maximum permissible amount of insur- 


ance which may be issued,on a nonmedical 


clusive age established 


basis is established, and in most areas today 
appears to be approximately $5,000. Fre- 
quently, maximum permissible amounts to 
be issued on a medical basis are also estab- 
lished. (There appears to be an increasing 
tendency for companies to increase both the 
age and the amount 
limits.) The permissible term 
likewise is and frequently is 
limited to five years, although the prevailing 
average term appears to be less than three 


maximum insurance 
maximum 


established 


years. 

All of the foregoing provisions may be 
affected by laws and regulations of the state 
in which the policy is issued. 

The prevailing premium for individual de- 
creasing-term life insurance is $1 per $100 
per year. Policies of shorter or longer terms 
are sold at proportionate rates. 

Since the single purpose of the decreasing- 
term policy is to liquidate only the balance 
due on the indebtedness, such a policy is 
best adapted for use upon the lives of debtors 
whose debts decrease in equal installments 
or at regular It is this type of 
policy which is most frequently used in con- 
credit 


intervals. 


nection with consumer transactions 


today. 

Individual policies usually are sold at the 
time when, and in the place where, the loan 
or other credit transaction is made. The li- 
censed agent of the insurance company may 
be an officer or employee of the financial 
institution, although this is not necessarily 
the case. Purchase of the individual policy 
generally is optional with the borrower.” 

The premium is payable in advance. In 
the event the borrower prepays the indebt- 
edness in connection with which the policy 
of insurance was issued, or in the event of 
renewal or refinancing prior to the original 
termination date, the insured debtor gener- 
ally may cancel the policy. 

When the policy is canceled prior to its 
termination date, a portion of the premium 
which had been paid in advance is generally 
refunded by the insurer to the insured. 


these states, the statutes generally provide that 


the debtor may select an agent or company of 
his own choice or may offer an existing policy 
if it conforms with the standards of the credi- 
tor’s policy 
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Benefits are paid in the event of death 
from any cause, including suicide, although 
the earlier decreasing-term credit 
life insurance policies contained suicide, air- 


some of 


craft and war or military service clauses. 
The first individual decreasing-term policy 
was introduced in 1922 by The Morris Plan 
Insurance Society of New York (now called 
The Life So- 


It was written on a nonmedical basis 


Bankers Security Insurance 
ciety). 
for a minimum amount of $50 and increased 
amounts only in multiples of $50. For cov- 
in amounts $1,000, a medical 


erage in over 


examination was required 


This 


suicide and death as a result of, 


contained an exception tor 


policy 
and while 


engaged in, naval or military service in time 


of war. The beneficiary was then, as it is 


now, the lending institution. 

An application was required for early de- 
creasing-term as well as level-term policies. 
This application was actually a short-form 
medical report requiring information about 
occupation, previously declined insurance, 
visits to physicians and medical history in 
cluding a list of specific diseases. 

By 1926, The Morris Plan 
ciety added a total and permanent disability 
benefit to its 
policy. 
written 


a person desired protection in excess of the 


Insurance So- 


decreasing-term individual 


Policies from $50 to $1,000 were 


without a medical examination. If 
$1,000 limit, he was required to pass a medi- 
cal examination. The age limits were from 
20 through 60 years inclusive 


TABLE | 


Annual Premiums for Morris Plan Policies—1926 
(Individual Decreasing-Term with and Without Disability) 


Plan Amount 


16 50 
80 $2.40 
30 $1.80 


$100 $ 


$100 $ 


With Disability 
Without Disability 


l. 
M 


In 1930, another pioneer in the develop- 
ment of credit life policies, The Credit Life 
Springfield, Ohno, 

decreasing-term individual 
the 
through age 60. The policy did not cover 
over 60 and the 
premium was $1 per $100 per year, the pre 


Insurance Company of 


introduced a 
policy, using same rates for all 


apes 


borrowers years of age 


mium that prevails today 
1940's, Credit Life of Springfield, 

Life Insurance 
Plan 


broadened 


Com 
So 


Republic Credit 
The Morris 


among others, 


Insurance 
the 
limits to 18 through 65 inclusive, at the same 
$1 per $100 per year premium. 


pany and 


ciety, age 
These policy 
more simply written 

Ex 
limits 


forms became smaller, 
easier to understand. 


omitted. 


and, therefore, 


clusions were lerritorial 
in which the policy remained effective were 


broadened. 


Individual Credit Life Policy — 
Level-Term Type 


The provisions of an individual level-term 
credit life the com- 
pany’s underwriting requirements affecting 


insurance policy and 


such policy are virtually the same as those 
of the individual policy, 
with two notable exceptions. First, the 
level-term policy, in addition to providing 


decreasing-term 


for the liquidation of the insured’s outstand- 
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Ages 
51-55 56 
$3.20 $3.80 
$2.40 $2.80 
ing indebtedness in the event of death, 


the 


pro 
between — sucl 
and the 
shall be paid to 


secondary 


vides. that difference 


outstanding indebtedness original 
face amount of the policy 
the estate or beneficiary 
of the this 
additional benefit, the premium is twice as 
the premium 

Presently, level-term 
costs $2 per $100 per year 


named 


debtor. Second, as a result of 


much as for decreasing-term 


insurance, insurance 
The insured is 
provided with twice as much protection and 
pays twice as much premium 


the 
two 


Under a decreasing-term policy in 
amount of $2,000, issued for a term of 
vears, the average amount of protection for 
the full term is $1,000 and the single premi 
um is $40. Under a level-term policy for the 
amount, the 
the entire term is 


$2,000 and the premium is $80. 


Saln¢ amount ot 


the 


average pro- 


tection for rriginal 


As is the case in the issuance of individual 
decreasing-term policies, normal application 


methods with. 


Also, the 


with the 


frequently are dispensed 
insurance 


debtor. 


generally is optional 


Che level-term policy is best adapted for 
use in connection with types of indebtedness 
which do not decrease on an installment or 


other regularly declining basis. Only a 


level-term policy can properly protect a 


single or irregular payment note, such as a 
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depends 
upon harvesting and marketing conditions. 


farm loan, repayment of which 
In certain areas, level-term insurance is also 
utilized to protect the lives of debtors who 
enter into “balloon” 


indebtedness 


notes or contracts ol 


which decrease regularly in 
part, while a considerable portion of the 
total indebtedness remains constant throughout 
the full term of 


the contract of indebtedness 


\ brief review of the history and develop- 
ment of the individual level-term policy is in 
order. How first used 
is frequently misunderstood, just 


such a policy was 
and why 
as present-day uses of level-term insurance 
are misunderstood. 
The first credit life insurance policy ever 
issued was an individual level-term policy. 
In 1917 The Morris Plan 


ciety entered into the heretofore unexplored 


Insurance So- 


held of credit life insurance, a venture which 
required courage and imagination, to say the 
least. 1957 we forget this 
aspect of credit life insurance, possibly be- 


Sometimes in 


cause to enter such a field today requires 


only money and a good lawyer. 

On November 10, 1917, an individual bor 
$100 Morris Plan bank 
elected to buy an insurance policy covering 
the full amount of the loan for the term of 
the indebtedness. 


rowed from a and 


[he policy was a one-year 
level-term, nonrenewable and nonparticipat- 
ing type. The premium was to be paid on 
a weekly basis at the rate of five cents per 


week 


cated that weekly 


for 50 weeks. Early experience indi- 
premiums were too cum 
bersome and they were quickly changed to 
monthly with 


premium an option to pay 


the premium annually if the insured so desired 
The first level-term 
policy per $100 were based upon age groups 


premiums for this 


Monthly 
Premium 


Annual 


Age ’remium 


24 incl L&¢ 16 
0 


34 incl 20¢ 4 
39 incl. 22¢ Af 
-44 incl 26¢ 
-49 incl 28¢ 


yrs. old 30¢ 


) 


vrs. old 10¢ 


vrs. old 50¢ $6.00 


Each age above 50 had a separate and 


slightly higher premium 

[he primary purpose for issuing the first 
credit life insurance policy was not to pro- 
tect the debtor’s widow or family, as is now 
the case, but to protect the comakers or co- 
Two cosigners were 


signers of the note. 


generally required by a Morris Plan bank. 
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Mr. Morris mentions in his paper (in this 
issue of the JOURNAL) how he endeavored to 
enlist the 
surance company to provide credit life in- 
surance. However, his efforts 
failure, primarily for two reasons: 


services of an established life in- 


ended in 
First, 
mortality experience was unknown for bor- 

risk; 
against the 
company seemed great, particularly in the 
Mr. Morris also indicates that 
the established companies entertained doubts 


rowers as a Class of insurance and, 


second, chances for selection 


early stages. 
as to the advisability of encouraging 


any 
form of consumer credit. 


From a life insurance point of view, other 
factors entrance of 
credit life 
(1) policies would be 


discouraged the 
into the 


which 
established 
field 
of small amounts and consequently premi- 
ums would be small, (2) terms of policies 
would be Short and lapses great and (3) 
handling expenses would be high. Despite 
such The Morris Plan 
Insurance Society was founded. 


companies 
were apparent: 


discouraging facts, 


In 1919, the Society introduced the first 
single premium policy and in 1930 issued a 
five-year level-term, nonrenewable, nonpar- 
ticipating had a two- 
except for 


a provision for 


policy. Chis policy 


year noncontestable clause 
nonpayment of 


freedom of 


premiums, 
restrictions 
and a military clause which extended to six 
months after death resulted 
while in service, the liability was limited to 


travel, no resident 


service If 
the return of premiums. Early policies were 
issued on the American Experience Table of 
Mortality at 3 
select and ultimate method 


The five-year level-term 
policy at age 20 was $13.39; after the first 
to $10.39 At age 35 
$1,000 was $15.50 


per cent interest per annum, 


premium for the 


year it was reduced 
the annual premium per 
for the first year and 


Later, the increased first-year premium was 


$12.50 thereafter. 


discontinued. 


In view of present rulings and prevailing 
attitudes on the subject of free insurance, 
one unusual provision found in a few early 
it be of interest to you: 
Free full amount of the 


premiums on this policy be paid for one year 


credit policies migl 
. Insurance. If the 


at date of issue, the term of the insurance 
will be automatically extended for a period 
of four weeks beyond one year without the 
payment of additional premiums.” 


Early policies contained an exception for 
suicide death as a 


naval or 


and, as indicated, from 


result of, and while engaged in, 


military service in time of war. 
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TABLE Il 


Annual Premiums for Morris Plan Policies—1926 
(Individual Level-Term with and Without Disability) 


Plan Amount 


20-45 


$2.30 
$ 


With Disability 
Without Disability 


$100 


$100 ? 00 


In 1926, the Society was selling individual 
level-term policies with and without total 
and permanent disability provisions. 

The Credit 


Springfield 


Life 

made available an individual 

level-term policy in 1930 with a single pre 
. 9 


mium of 2 per cent for all ages through 60 


vears. This was the equivalent of $2 pe 
$100 per year 

After World War II, level-term policies 
were improved by being written more simply 
and printed on more compact forms just as 


were decreasing-term policies. 


All individual credit life insurance policies, 
is previously indicated, are similar to other 
types of term life insurance policies. How 
ever, individual credit policies usually offer 
the following advantages to the insured over 


other term life insurance policic S 


(1) 
both 


They are more readily understood 


by the insured and the issuing agent 
or agency, since they tend to be shorter and 


simpler. 


(2) They are issued on a nonmedical basis 
liberal term 


policies are not. 


for amounts, whereas other 


(3) Coverage is broad and exclusions, 


such as suicide, aircraft or war, are notice- 


ably absent, which is not the case in many 


ordinary term policies. 


(4) 
to the specific need of the policyholder, 
limited amount term to 
amount term of indebtedness, 
ordinary 


Che individual credit policy is tailored 
be- 
and the 
the 


term 


ing in 


and 


whereas few policies are 


tailored to such specific needs. 


(5) Conventional application methods are 
usually which is not the 
with many ordinary term policies in which 
the 


ance 


unnecessary, case 
application becomes part of the insur 
In life the 
policy per se constitutes the entire contract 


contract. credit policies 


and is incontestable from the date of issue 


(6) Coverage is obtained at the time and 
place where the specific need for protection 
with the 
inception of the indebtedness, while ordinary 


18 See work cited at footnote 1. 
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arises and the insurance is in force 


Insurance Company of 


Ages 


56 5/ 58 OU 


$4.60 $4.80 $5.00 $5.30 $5.50 
$3.50 $3.80 $4.10 $4.40 $4.70 


term policies frequently require weeks for 
the processing of the application before the 
protection becomes effective. 

(7) The 
written 
the particular debtor desires under the cir- 


credit be 


in amounts as small or as great as 


individual policy can 


cumstances, whereas ordinary term policies 


generally are not issued in amounts less 


than $1,000 


Group Credit Life Policies 

Generally group credit life insurance poli- 
perform the 
life 


cies same functions indi- 


as 


vidual credit insurance policies. They 


may be issued either on a decreasing-tern 


or a level-term basis, where permissible 


under existing statutes 

Unlike individual policies, group policies 
insure the lives of many debtors under the 
provisions of contract 
the policyholder as well as the pri- 
mary beneficiary. 


one Che creditor is 
grout 
Certificates or statements 
of insurance, evidencing the insurance pro 
vided the group contract, be 
issued to the individual insured. 


under may 


life insurance 


under the provisions of a group policy gen- 


Debtors eligible for credit 


erally fall under a class or classes as deter- 
mined by the type of loan. Such eligibility 
by conditions pertaining to 
the indebtedness or to the purchase giving 
to the Eligible debtors 
include 


is determined 
rise indebtedness. 
may 
sidiary, affiliated or associated corporations.’ 


debtors of one or more sub- 


A group policy in most states today may 
be issued only if the group of eligible debt- 
ors is receiving new entrants at the rate of 
100 persons yearly or may be reasonably 
expected to receive such a minimum number 
of new entrants during the first policy year, 
and only if the policy to the 
surer the right to require evidence of indi- 
vidual insurability if less than 75 per cent of 
the 


reserves in- 


new entrants become insured.” 


the 
of 
Prevailing eli- 
from 18 


Group policies may exclude, from 


classes eligible for insurance, classes 


debtors determined by age. 
gible limits generally 


age are 


through 65 years, inclusive. 


4% See work cited at footnote 1. 
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Amounts of in provided 


group plans range up to $10,000, or i 
on the life of any 
states have a maximum 


$5,000. Some 


instances even more, 
debtor Some 


mussible states h: 


statute, in which even 


limit of 


no permissive group 


policy provisions, including maximum pet 


missible amounts of insurance, may vary 


widely 


In most states toda 
blanket 


provide coverage where 


} 
debtors ot a given class or classes are 1 


sured In some states however group 


coverage which is op 
' 


policies may | rovide 


tional with each of t debtors of a gi 


class or classes 


Group policies frequently are further dé 


scribed as being contributory where the u 


sured debtor under the group pays a part 


or all, of the cost of the protection provided 
insured 


Under 


noncontribu- 


and as noncontributory where the 


debtor pays no part of the cost. 
either the contributory or the 


tory policies, the premium is paid by the 


policyholder to the insurer 


itial premiums 


Presently pre vailing in 
] 
i 


term lite insurance are /-: 


~~! v 
$1.000 pet mont} rr 4834 cents per $100 per 


vear. Since remium adjustments may be 


made at the end of a policy year, premiums 
} } 17¢ ‘ 
may become less than the initial 75 cents pe 


$1.000 per month in succeeding 


The history of group credit | 
study than 


have been 


needs more careful 
tofore received. I 
facts not 


cover several significant 


appre ciated.” 


credit life insurance 
Credit Life 
Company of Springfield, Ohio, o1 
1, 1926.° This polic 


ance of the loan in the event 


Che first grouy 


issued by The 


was 


paid the 

sured’s death. .A single premium of 65 cents 
per $100 per year was paid in advance 
Discussing The Credit 
Best's Life 
“We 
group life insurance 


Morris Plan Banks 


payable tX th 


Life Insurance 


Reports 


7 
insurance I 


Company, 


1928 discloses understand th: 


company writes 
borrowers of the 
insurance being made 
he imsurance 1s 


hb] 
renewable tern 


policy.” 


4% The author is indebted to the Research and 
Education Committee of the Consumer Credit 
Insurance Association for assistance in assem- 
bling some of the data presented in this paper 

1 Dwight W. Hollenbeck, president of the 
Credit Life Insurance Company of Springfield 
Ohio, forwarded a photostatic copy of the first 


Miami Insurance Law Conference 


ance Company 


4000 ce 


rance mast 1926." 


In 1927, ; 
Company of Birmingham, Alabama, a prede- 
Old DU redit Life 


tankers Credit ife Insurance 
| | lit I I 


cessor of Insur- 
began issuing 


group cre es t insure 


he lives ymme cial 


banks in 


The 
\merica 
what many peopl 
lit | insuran I It 
ns negotiating 
i The National 
? 


: 
lis policy had 


group cre¢ 


al basis 11 
contract 
Cal vl t sv 6 rs 


Statute 


Morris 


also issued its first group 


1929, The 


society 


Plan Insurance 


creditor- 
limits 


aa ; 7 
lebtor life insurance policy ihe age 

ee 
up to OU years and the 


$2,000. 


maximun 
The pre 


was $1.10 


ranged 
amount tr insu ce Was 
mium for each $1,000 of ins 
per month as 


prevailing 


ompared presently 
premium of 75 cents per $1,000 
per month l ! rel ! ted 


oO! i prepayment basis, it > cents pet 


$100 per year for d g-term protec 
wit! yrevailing 48: 
| 


premium ot the presen ay 


as compared 


Society’s first 
1e insurance wou remain in force 


the Morris 


payable 


7 
Snali Dé yme lue 


} 


and Stance Shail the 


notes be it rce longer than one year from 


| note.” 


1.4 \I ‘ 1 
the date ofr LOTTI an 


Our first group policy required the credi 


tor to submit a weekly report of the names 


of persons insured, giving their age and the 


amount of insurance. Also required was the 


amount and number « made to all 


persons under the age uring the re- 


porting period. Applicant ‘siring more 


| > f 
than $2,000 o subject to a 
examuinatio! ection was not 


led until approved he Society. 


original group policy 
company to a Morris 
1, 1926. 
See work cited at footnote 3 
'* James B. Jacobson, An Analysis of Group 
Creditors Insurance (Prudential Insurance Com- 


pany of America, 1955), p. 15 


that 
Pian 


was issued by his 
bank on February 
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In 1936, the Society’s group life premium 
was reduced from $1.10 per $1,000 per 
month to $1. In 1940, with the New York 
Insurance Department ruling, the initial 
monthly premium became 75 cents per 
$1,000 per month. This ruling intended to 
establish a minimum premium but, in effect, 
it established the aforementioned premium 
as a maximum. 

As suggested above, favorable experience 
of a given group may further reduce the 
premium for group credit life insurance. 


Whereas the tendency for group prem 
ums to be reduced is clear, certain reasons, 
other than favorable mortality 
causing such reductions have not been prop- 
erly understood. I mentioned that our first 
group policy required a weekly accounting 
from the creditor policyholder as to the 
amounts of insurance in force, names of in- 
sureds, ages and even pertinent data about 
lending practices not specifically confined to 
the insurance program, More recent, stream- 
lined group plans have tended to eliminate 
such company underwriting requirements. 


experience, 


One popular group plan in use by many 
companies today simply requires a monthly 
accounting of the total amount of 
ables insured accompanied by a calculation 
of the premium 
policyholder to the insurer. 
sometimes described as the 
balance”’ plan. 
siderable 
and, 


receiv- 
reported by the creditor 
This plan is 
“outstanding 
Obviously it reduces a con- 
amount of administrative detail 
therefore, should produce savings in 
the ultimate cost of the insurance 


Let me close this discussion of the group 
policy by emphasizing what was said earlier: 
The development of the policy and how it 
needs careful study. 


is used more 


I should also like to emphasize certain 
factors which should be taken into account 
in evaluating what we already know about 
the use of group credit life 


compared with individual credit life insur 


insurance as 
ance—factors which many times are 
looked. When credit life insurance policies 
are written on an individual basis, there is 
no question that the premium is being paid 
by the debtor. 
by duly licensed agents. Under group debtor- 
creditor insurance, however, a problem of 
The 


of contributory group credit life insurance 


over- 


The policies are always sold 


considerable significance arises. cost 
may be allocated to the debtor either by 
passing on a specific charge or by an upward 
adjustment in the discount or interest rate 
The cost of group insurance to the debtor 
is not always identifiable and, therefore, is 
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not always understood or evaluated by the 
person paying the cost. 


The tendency simply to praise the low- 
cost feature inherent in group credit life in- 
surance without appraising other less salient 
(and possibly less attractive) features of this 
insurance needs to be reversed. 


Accident and Health Policies 


Time will not permit the detailed analysis 
of credit accident and health policies which 
they warrant. Once again here is a subject 
which needs careful study before conclusions 
are drawn. I should like to make a few 
observations. 


Credit accident and health insurance to- 
day is written primarily upon an individual 
policy basis. I mentioned before that credit 
accident health insurance 


elimination as 


and could be 
well as on a 
Under the elimination 
plan the insurer pays no benefits for the first 
stipulated number of disability, 
usually 14. Under the retroactive plan the 
insurer pays benefits for the entire period 
of disability if such disability extends be- 
The 


reason for this predominant practice is that 


written on an 
retroactive basis. 


days of 


yond the stipulated number of days. 


few states have permissive group accident 
and health statutes. Where permitted, group 
accident and health insurance has been used 
with great success. 


Credit accident and health insurance has 
been harshly criticized in recent discussions 
Some critics have maintained that this type 
of insurance does not indemnify an insurable 
interest; others have doubted that credit 
accident and health insurance is a defensible 
type of insurance; still others feel that it is 
a desirable form of protection but that the 
prevailing premium rate is excessive. 

In my opinion, credit accident and health 
insurance does cover an insurable interest. 
As my earlier definition suggested, it con- 
forms with the precepts of all accident and 
health insurance. Credit disability insur 
ance, as it is sometimes called, safeguards 
the assets of the creditor and is an excellent 
form of additional collateral security. It 
protects the standing of the debtor 
and, in a sense, preserves his earning power. 


credit 


As for the prevailing premiums collected 
under the acceptable forms of credit acci- 
dent and health insurance, I should like to 
point out that they may be too high, but that 
the insurance companies are not making 
much, if any, money from the sale of this 
form of insurance. 


Furthermore, a super- 
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accident and 
health premiums in relation to commercial 
accident and health premiums indicates that 
the credit premiums are anything but excessive 


ficial examination of credit 


that one of the problems not 
recognized in the current debate about credit 
accident and health that 
seldom been recognized in current debates 
about credit life insurance costs: experience 
is limited; plans for the most part are still 
in the experimental 


I suspect 


cost is one has 


stages; and insurance 
companies issuing credit accident and health 
insurance are reluctant to reduce premiums 
too hastily. As Dr. Kedzie points out in 
his paper (published in this [ 
JOURNAL), incorrectly calculated loss ratios 
will fool Furthermore, the loss ratio 


is not the sole measure of a fair premium. 


issue of the 


you. 


In evaluating accident and health costs, | 
that credit and health 
policies provide extremely broad protection 


also note accident 


as they contain far fewer exceptions, exclu- 
sions and limitations than are usually found 
in commercial policies 


Many of the advantages of credit accident 
and health insurance over commercial acci- 
dent and health insurance are similar to the 
credit life insurance 
These would in- 


advantages of over 


ordinary term insurance 
clude (1) 
policies, (2) broad and immediate coverage, 
(3) insurance in small amounts 


terms of short duration and (4) adaptability 


simple and easily understood 


and for 


to specific needs. 


Conclusion 
Many missing pages of consumer credit 
about in 


and vaults in 
We need to continue to piece 


insurance history are scattered 


dust-covered boxes offices 
everywhere. 
together the full 


tory is very educational indeed. 


story, for sometimes his- 


What have we learned from history? Not 
credit insurance. 


I should 


enough about consumer 


In concluding this discussion, 
like to summarize my personal ob- 
servations based the his- 
tory of policies and coverages in the consumer 


and 


own 
upon a review of 
insurance segment ol vast 


credit our 


complex industry. 
Today the individual credit life insurance 


policy provisions are liberal—almost as 


liberal as they can get. Premiums are lower 
than when the first such policy was issued 
some 40 The 


receiving coverage 


years ago. policyholder is 


broader and increased 


benefits. The credit life insurance policy 


Miami Insurance Law Conference 


holder today buys a policy which, in fact, 
usually has only one prerequisite—that the 
insured be alive at the date of-issue of the 
His policy is written in clear and 
language. He knows 
purchased and he appreciates it. 


policy. 


concise what he has 


I have noted, in reviewing the annals of 
our brief history, considerable reductions 
in home office expenses—improvement and 

procedures, 
and a better 
policies. 


standardization of forms and 
new methods of accounting 
trained agent to individual 
Unfortunately, the maze of rules and regula- 
tions and the inconsistencies of the several 
jurisdictions tended to retard 
improving 


Lack of uniformity 


issue 


have 
achieved in 


state 
progress already 
policies and coverages. 
can be a costly thing when an average policy 
is less than $600. 

At certain there 
have 


our history 
misunderstanding 


Stages in 


appears to been a 


about such technical aspects as the reserves 


consumer 
report 
that the record indicates that policy reserves 


required for certain forms of 


credit insurance. I am pleased to 
presently are on a sound actuarial basis and 


have created no serious problems to date. 


In the past, as at the present time, there 
have been concerted efforts on the part of 
small torch for their 
special individual 
credit insurance policy and promote group 
debtor-creditor insurance alone. History 
definite both in our 
system suggests that 
despite increasing use of the group policy, 
we shall never eliminate the need for indi- 
vidual credit policies. 


Carrving a 
destr« Vv the 


groups, 
interest, to 


indicates a need for 


free enterprise and 


Consumer credit insurance has come of 
age. The policies which manifest the pro- 
tection of millions of American debtors 
are good policies, far better than they were 
ago. policies, in a 


are designed to do one simple 


a few decades These 
nutshell, 
thing—protect the creditor and provide se- 
peace of mind for the debtor. 
The of our policies reflects the 
simplicity of their function. Let us hope 
that future policies, both as to provisions 


and cost, will be further improved. 


and 
simplicity 


curity 


The consumer credit insurance business, 


debtor-creditor insurance or credit life in- 
surance, call it what you wish, is not a sepa- 
rate industry but an integral and worth-while 
insurance indus- 


segment of the American 


try. credit insurance 
defined and 


one of the many kinds of insurance policies. 


Consumer policies 


have been justly classified as 


They can be categorized just as mortgage, 
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inland marine 


and college education policies can be classi 


fied. referred to as 
need” 


etirement, family income, 


can he “single 
they 
individual 


Chey 


policies; may be issued on a 


group or an basis; but the fact 


is, they are insurance policies. 

Consumer credit insurance protection is 
sorely needed and it is popular 
that it is the 
tection in the 


Both the 


so popular 


fastest growing type of pro 


entire insurance industry 


today insurance industry and 


should work together 


} 


the credit industry 


to see to it that such protection is made 
available in the best possible form to every 
me that Had our 


positive 


predecessors 


wishes it 


not taken such a approach, my 


ibout credit insurance policies would 


have been lacking in the lustre which | 


have attempted to portray. The real 
has told itself. 


story 
. 


I should like to paraphrase a recent para- 
graph written by the eminent insurance jour 
staff of the 


To think the consumer 


Roger Kenney, of the 


United States Investor: 


nalist 


credit insurance business can be liquidated 
out of existence is to engage in idle dreams. 
Far better would it be for state regulatory 
both the 
and the 


industry to recognize they have a Klondike 


authorities and members of con- 


sumer credit business insurance 


situation on their hands where the one 


great hope of establishing order is to have 
administered 


and regulations 


gun-toting, 


laws 
bold, 
who 


airtight 
devil-may-care 

bad 
this, 


by a 


“sheriff,” everyone concedes is a 


man to tangle with. And when we say 
we are not convinced that premium regula 
tion is advisable or necessary to accomplish 
[The End] 


the desired results.” 


The Development of Companies 


Writing Consumer Credit Insurance 


By DAVID M. GARDNER 


president of the 
fe Insurance Company 
of Chicago. For assistance in the prepa 
ration of the material for this paper 
Vr. Gardner wishes to express his ap 
breciation to Richard B. Doss, who 
ts Old Republic’s director of research 


The author is a vice 
Old Republi 


i 


B geederg LIFE and credit accident and 


A today by 


health written 
- -life 
companies. 


both 


msurance are 
insurance com 
| ife 


ty pes of 


two types of companies 


panies and casualty insur 


ance companies write credit 


insurance. Casualty companies write only 


credit accident and health insurance 
The first life insurance 
writing 


began 


Although 


company 
credit insurance in 1917. 

” Roger Kenney (insurance editor), ‘‘The 
Dangers in This Credit Life Insurance Squab- 
ble,’’ United States Investor, December 22, 1956, 
p. 4. ‘“‘To think that such a business can be 
liquidated or regulated out of existence is to 
engage in idle dreams Far better would it 
be for state regulatory authorities and mem- 
bers of both the small loans and credit life 
business to recognize that they have a Klondike 
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situation on their hands where the one great 


the date is not definitely known, it is be- 
lieved that the first casualty company be- 
gan writing credit accident and health insur- 
ance in the late 1930's 

credit life 
insurance, 


about 
health 

consumer 
have 


In pending 


discussions 
credit accident 


and 
| 


referred to as 


and 


hereinafter credit 


insurance, fre quent re ferences been 


made to many vague 


misleading and erro- 


neous and classifications of compa- 


The end result of such references has 


types 
nies. 


been a great deal of confusion and injustice. 


One is reminded of intraindustry squab- 
bles during the last cuarter of the nineteenth 
when the tontine and 
talk about and 
“life insurance cannibalism.” Intense rivalry 


sprang up between legal reserve companies 


century, wars raged 


there was “assessmentism” 


hope of establishing law and order is an air- 
tight law administered by a bold, guntoting, 
devil-may-care ‘sheriff’, whom everyone in camp 
concedes is a bad man to tangle with. And 
when we say this, we are not convinced that 
premium regulation is advisable or necessary 
to accomplish the desired results.”’ 
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(which, regardless of their age or lines, 


) and the 
\merl1 


began to call themselves “old-line” 
fraternal and assessment companies 
ca’s two largest life insurance companies of 
this day began a battle for supremacy through 
the sale of the industrial policy—a 


battle which continues even now 


new 


In those days ot turmoil, characterized by 


alarming insolvencies, fierce competition, 


dynamic growth, swift development of ne 
concepts and new applications of old con 
cepts, terms describing companies were used 
used in de 


as loosely as terms are presently 
1 
i 


scribing companies writing credit life insurance 


Insurance Company Classification 


lhe erroneous or ill-conceived references 


to various types of companies writing con 
sumer credit insurance have sprung up only 
in the present decade. From time to time, 
the following vague descriptions have been 
“specialty” * 


“old-line 


used publicly: (1) companies 


as distinguished from compa 


nies; 


(2) individual policy writing companies 


or “one per centers’ * as distinguished from 


group policy writing or “low-cost com 


panies; (3) “fringe”*® insurance companies 


as distinguished om “conservative or 


“ae putable” 
Professor Wallace P 


common erroneous attitude 


companies 


Mors repre sented a 
pany 
classifications when he said 


“Insurance companies which write credit 
into two general classes 
those often called old 


They are companies which 


life insurance fall 
One class includes 
line companies. 
write all forms of life and health insurance 
which insurance 
it was first introduced in 1928. In the 
old-line 


life but not 
Included 


and have added credit life 


since 
main, these companies write group 


credit individual credit life in 


surance here are the nation’s 
discussion, see R 


Convention 


brief 
imerican Life 


For an excellent 
Carlyle Buley, The 
190 152, A Study in the History of Life 
ance (New York, 1953), Vol. I, pp. 86-135. 

Paul F. Boyer, Statement on Behalf of 
Household Finance Corporation before United 
States Senate Committee on the Judiciary, Sub- 
committee on Antitrust and Monopoly Laws, 
Hearing on Credit Life Insurance, Raleigh, 
North Carolina, December 16, 1954. 

Wallace P. Mors, ‘‘Small-Loan 
Credit Insurance,’’ 1954 Insurance Lau 
778, 782-783 (December) 

‘Edmund B. Whittaker, ‘Group Creditor’s 
Life Insurance,’’ 7 The Journal of the American 
Society of Chartered Life Underwriters 220 
(June, 1953). 

> Statement by Household Finance Corpora- 
tion at Public Hearing of Colorado Committee 
on Fair Loan Practices, Denver, December 18 
1952, p. 6 


Insur 


Laws and 
Journal 


Miami Insurance Law Conference 


and oldest life insurance companies. 


largest 
The second class includes companies which 
specialize entirel mainly in writing credit 
life (and disability) in 
talty 
sale of individual insurance 


group insurance. 


y or 


Surance. hese spec- 


companies aggressively promote the 


some also offer 


1 1 1 4 
legally there is no such 


Technically o1 


thing as “specialty” or “old-line” companies 


Moreover, it is clear that the careless ten- 


dency to accord respectability to certain 


it lite 


companies, to the detriment of other com- 
; 


panies, writing cre¢ insurance by the 


use Of any such nel ous classincation 1s 
liscredited 


41 
ul 


competitive and pres- 


7 ] +1 
involved in tl 


Just as lere were 


tige factors € early use Ol! 


“old-line” by the legal reserve life insurance 
companies in their feud with the fraternals, 
so today are there factors of a competitive 
battle of 


panies writing credit 


or prestige nature at play in the 
adjectives describing con 


life insurances 


Professor Mors is one among many who 
and fundamental 
Another 
example is an attorney who is spokesman 


I le re- 


have ignored history 


precepts of the insurance industry. 


for a prominent lending institution. 


‘ently made this statement: 


“Recognize credit life insurance for what 
it is—not a real life insurance (in any 
f the 
insurance 


sense 


td : 16 
hybrid or bastard life 


term)—but a 


conceived in greed and nurtured 


” 10 


by the misrepresentations of lenders. 


Members of the insurance industry won 


der what this attorney would have called 


industrial life insurance 50 years ago or 


what he might be calling yme ‘r new 


Chis known spokesman of a small 


even went so tar 


as to indi- 
United 


loan company 


cate before a subcommittee of the 

Letter of Byrd E. Henderson to W. W. 
Hamilton, Chicago, May 24, 1951; attached as 
exhibit to statement cited at footnote 5 and 
to Partial Statement by Household Finance 
Corporation, National Association of Insurance 
Commissioners, Special Subcommittee on Credit 
Life Insurance, Public Hearing, December 7, 
1952 

‘Howard J. Burridge, ‘Conservative Credit 
Insurers larmed at Newcomers’ Antics,’’ The 
National Underwriter (Life Insurance Ed.), De- 
cember 7, 1956, p. 12 

* See work cited at footnote 3, at p. 782 

* Wallace P. Mors, Consumer Installment 
Credit Insurance,'’ 1956 Insurance Law Journal 
299, 301 (May) 

1 Statement of Paul F. Boyer of Chicago law 
firm of Hubachek and Kelly, counsel for House- 
hold Finance Corporation, before National As- 
sociation of Insurance Commissioners, Miami 
Beach, Florida, December 5, 1956, p. 6. 








States Senate that “the credit life business 
is basically a gigantic conspiracy between 
these specialty companies and the lenders 
who sell their product to defraud the con- 
sumer and deprive him of his rights under 
state usury °"* Such 
serious for many reasons. 


laws.’ allegations are 
The spokesman 
appreciates neither the history nor the long, 
often painful, development of the many di- 
verse plans of life insurance in use today. 


Corpus Juris Secundum states that insur- 
ance companies “may be classified according 
to the type of casualty or risk insured against, 
as for example accident, fire, life, health, 
etc., insurance companies, or according to 
the manner of their organization, in which 
case they are generally divided into stock 
companies, mutual companies, or mixed 


companies.” * 


Furthermore, “an old-line life insurance 
company is generally a corporation which 
insures any applicant who passes the medi- 
cal examination, and otherwise can meet 
the rules of the company, and a company 
may be an old-line company, although it 
collects money to meet its obligations by 


‘annual dues’ instead of by premiums.” ™ 


As for types of policies written by so- 
called old-line companies, the following is 
true: 


“Where the insurance is on a level or 
flat-rate plan, that is, where for a fixed 
premium, payable, without condition, at 
stated intervals, a sum certain is paid on 
death, without condition, it is known vari- 
ously as ‘general insurance’, ‘ordinary in- 


surance’, ‘old-line’, or ‘level-premium’ insurance 
” 14 


Hence, it 
“old-line” is 


appears that the meaning of 
very broad indeed. There is 
also little meaning in classifying companies 
by such phraseology as “specialty” or even 
by the lines of insurance, such as a “whole- 
life” or an “industrial” insurance company. 
It is nonetheless a fact that a great many 
of America’s largest and oldest insurance 
companies were founded to write particular 
kinds of insurance policies and publicized 
this in choosing their names and slogans. 


within the 
nized broad classification of companies, such 


To make distinctions recog- 


as life or fire insurance companies, by the 
specific types of life or fire insurance policies 
which these companies write has little tech- 


™ See work cited at footnote 2, at pp. 3-4. 
"44 Corpus Juris Secundum, Sec. 91(a), p. 
607. 

48 See work cited at footnote 12. 
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nical or legal basis, and leads to confusion. 
We should recognize that “life insurance is 
known by different names, according to the 
nature of the terms and conditions of the 
different forms of contract or policies, the 
name by which it is called, however, not 
making it any the less life insurance.” ” 


Admittedly there are certain distinguish- 
able characteristics about the philosophies 
and operating practices of life insurance 
companies. Classifying by these character- 
istics, however, could also lead to meaning- 
less or even unjust conclusions. For instance, 
compare one fundamental characteristic of 
two of America’s leading mutual life com- 
panies—The Prudential Insurance Company 
of America and The Northwestern Mutual 
Lite Insurance Company, President Carroll 
Shanks of Prudential recently was described 
insurance executive who is convinced 
that “insurance men must change their thinking 
if they hope to serve the expanding U. S. 
population successfully. They must find 
new and exciting approaches to spur mass 
insurance sales, ways of cutting the costs of 
insurance.” “ Prudential is a great advocate 
of group insurance. Northwestern Mutual 
sells no group insurance. The latter com- 
pany obviously is one of the strongest ad- 
vocates of the ordinary method. To develop 
a method of classifying mutual life insur- 
companies which would imply that 
Mutual neither is interested 
in serving the masses nor in selling insur- 
ance at a low and reasonable cost would be 
an injustice of intolerable proportions. 


as an 


ance 
Northwestern 


Misclassification 
and Roots of Evil 


The present-day misclassifications of com- 
panies writing credit life insurance intend 
to create false impressions about certain 
companies and, for reasons of competition 
and prestige, to exalt other companies. The 
fact that we call insurance on the lives of 
debtors “credit life insurance’ makes it 
nonetheless life insurance. It is simply one 
of many forms of term life insurance. 


insurance companies 
chose to get started by selling credit poli- 
cies, or chose to emphasize the sale of such 
policies at a particular stage of their de- 
velopment, makes such companies no less 
life insurance companies. Their charters 
prove it. Because a casualty company chose 


Because some life 





Sec. 


4444 Corpus Juris Secundum, 27(b), p. 
487. 

% 44 Corpus Juris Secundum, Sec. 27(a), p. 
486. 


16 69 Time 98 (March 18, 1957). 
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in the first days of operation to emphasize 
the sale of workmen’s compensation rather 
than inland marine protection makes the 
company nonetheless a casualty company. 


The principal reason for the continuing 
attempt to draw nebulous distinctions be- 
tween types of companies writing consumer 
credit insurance is centered in the contro- 
versy presently enshrouding the basis credit 
life insurance concept. This controversy 
embraces not only insurance philosophy and 
competitive attitudes but also complex /end- 
ing philosophy, legal concepts and competi- 
tive attitudes. 


For instance, one of the best known as- 
pects of the current credit life controversy 
centers about the use of such insurance in 
the small loan lending field. An 
outstanding critic from one nation-wide small 
loan chain sentiments in 


licensed 


has recorded his 


this manner: 


“Tust as it is the fringe lenders that are 
using tie-in insurance sales, so it is usually 
the fringe insurance companies that are pro- 
viding it. The entire of 
coupling, with lending transac- 
developed, propagandized, and 
promoted by fringe insurance companies. 


concept 
insurance 
tions was 
It is significant that the really large 
companies, which have an 
in the group creditor- 
life insurance business, do not offer 

[individual] 


life insurance 


enormous business 
debtor 
the 
type 


renewable term 


17 


Those who indulge in such criticism by 
individual policy writing 
companies with the “fringe element” have 
ulterior objectives too complex to 


associating only 


detain 
us here. 


There other than the well- 
known small loan conflict or the myriad of 
lending controversies which cause the con- 
tinuing tirade about the types and stature of 
companies writing credit life insurance. Many 


are reasons 


of these reasons are rooted deeply in insur- 
ance and lending competitive attitudes. 


All 


beware of those who make sweeping con- 


industry and public officials should 


demnations of certain companies or certain 
types of policies under the pretense of pro- 


tecting the public interest. The underlying 


7 See work cited at footnote 6 

%® Edmund B. Whittaker, Vice President of 
The Prudential, in a Statement before the Sen- 
ate Judiciary Committee of the State of Kansas, 
February 15, 1955, said: ‘‘On our smaller cases 
we have deemed it advisable to retain the 75¢ 
(per $1,000 per month) rate. We certainly 
feel our rate of 49¢ (per $100 per year) is more 
than adequate except on smaller cases.”’ 


Miami Insurance Law Conference 


motivation may well be to promote compett- 
tive advantage for the critics. 

A few large companies writing solely 
group credit insurance have accentuated the 
difference between themselves and the many 
companies writing individual in 
order to promote the service they sell— 
“low-cost” group credit life insurance. These 
companies make little effort to serve smaller 
institutions and communities. Where they 
have accepted smaller group their 
group premium rate is just as high or just 
as low as that of the 200-odd companies 


policies 


cases, 


which write the majority of smaller cases.” 

The promotion of the “low-cost” group 
concept—and of a very few companies 
which proudly proclaim that they confine 
their activities in consumer credit insurance 
to this plan alone—is found in statements 
made at public hearings, by the press and 
even in scholarly journals. 

Recent articles, for instance, have lauded 
the success in cost-cutting accomplished by 
the underwriter of the General Motors Ac- 
ceptance Corporation group credit life in- 
surance policy. “Originally, it cost $4.90 to 
insure a contract of $1,000 for one year. 
Now the cost is $3.25, a reduction of 33%.” * 
This supposedly startling reduction took 
place over an ll-year period. It was brought 
about in connection with the largest single 
life insurance policy in the world. The 
amazing factor is not that the cost was re- 
duced 33 per cent in nearly 12 years, but 
that it was not reduced more for the nearly 
two million individuals protected in 1952 
under that policy for better than $1 billion 
worth of coverage. By comparison in size, 
costs of operation and general benefits, the 
prevailing $4.90 price of the smaller group 
plans is certainly reasonable. 

Taking issue with the companies promot- 
ing the merits solely of group 
credit life insurance are a number of com- 
panies which emphasize the merits of the 
individual well of the group 
policy. The present prevailing rate for in- 
dividual credit life insurance is $1 per $100 
insurance pet! 


“low-cost” 


as as those 


year. Most companies selling 
it, however, are presently cooperating with 
public officials in order to develop a method 
whereby the prevailing rate may be effec- 
tively and equitably reduced. 


1* See work cited at footnote 4, at p. 224; 
“Insuring the Borrower,’’ The Credit Union 
Bridge, May, 1957, p. 20, states: ‘“‘The cus- 
tomer’s annual premium cost [in 1956] was 
only 29% cents per $100,’’ or approximately 
$2.93 per $1,000 per year 








the tenets of the 
few large companies praising group insur- 
By its very nature, group in- 


“low-cost.” 


There are fallacies in 


ance alone. 


surance 


The individual policy will continue to be 
used, however, because it serves needs and 


1S 


performs functions which group policies do 
not It 


of maximum permissible group limits; 


insures debts in excess 
it 
where 


and cannot. 
is 
debtors 
to 
of 


for 
due 
requirements 


available in areas and 
group is not 


underwriting 


is available restrictive 
insurance 
companies. The individual policy is more 
easily adaptable to the specific security re- 
quirements of creditors and other specific 


insurance needs of debtors. 


The of the 


policy to which some object is its cost, and 


principal feature individual 
in many areas today its cost is reasonable. 
Furthermore, the 
dividual to 

policies results in as many false conclusions 


cost of in- 


comparing 


credit policies group credit 
as comparing the cost of many other kinds 


of individual policies to group policies, 


The competitive aspects of the praise and 
promotion of group insurance by large com 
panies have not been fully appreciated. “Of 
the sixteen companies writing Group Cred 
Insurance [in 1954], from whom in- 
[for this 
nine account for nearly 90 per cent of the 
total of insurance in 
today.” 


itors 


formation thesis] was received, 


volume such force 


At the beginning of 1954 there were more 


than 150 companies active in consumet 
credit insurance. Group credit life inmsur- 
ance represented 77 per cent of the total 


insurance in Hence, approximately 50 
per of held approxi 
mately 69.3 per cent of the total credit life 


rorce. 
cent the companies 
insurance in force. Moreover, the tendency 
of a very few large companies to dominate 


the field is on the increase: 


two-thirds of the 

group credit life insurance now in force [at 
the close of 1956] in the United States is 
written by 


“Approximately 


four insurance companies. Each 
carries more than $1 billion of group credit 
life coverage Total group credit life 
coverage of the Prudential at the beginning 
of $5.6 billion. This is 37% of 
the national in force. The three 
next largest companies together carry 
to 30%. The third of 
group life insurance is held by some 


1957 was 
coverage 
close 
remaining 
credit 
two hundred companies.” * 


* James B. Jacobson, An Analysis of Group 
Creditors Insurance, A Thesis Presented to the 
Faculty of the Department of Finance, Univer- 
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Simply because a few large companies did 
not choose to offer individual plans is no 
excuse f companies to 
total the individual 
There is likewise no reason to associate re 


for these advocate 


elimination of policy. 
spectability only with a certain few compa- 
nies which emphasize group insurance by 
classifying them “reputable,” “old-line” 


as 
or ae yW-CC st.” 
If, 


disregard 


for the sake of discussion, we wished 
the methods of 
insurance life, 
casualty, fire and multiple-line, what logical 
method could utilized? What worth- 
while purpose could be served? 


time-honored 


; 
to 


companies as 


classifying 


be 


In answer to the first question, one ap- 
proach could be to call companies “main- 
credit insurance companies if they 
derive 50 cent more their 
premium income from the sale of consumer 


line” 


or 
gross 


per or of 
credit insurance. Those companies deriving 
less than 50 per cent of their gross premium 
income from the of consumer credit 


insurance could be called “side-line” companies. 


sale 


In answer to the second question, one 
result might be cessation ; 

careless or ill-intended and 
conclusions based upon nebulous definitions, 
\ result might 
be reappraisal of certain companies which, 


favorable a of 


comment false 


words and phrases second 
because of such comment and false conclu- 
in a 
corner and thrashed.” Finally, certain highly 
critical and lending institutions 
might abandon their “holier than thou” 


attitude towards other insurance and lend- 


sions, heretofore have been “stood 


insurance 


ing institutions. 


Even the distinction between “main-line” 
and companies will not clearly 
separate group policy advocates from in- 


dividual policy advocates. Most of the com- 


“side-line”’ 


panies presently advocating the use of the 
individual policy also offer many plans of 
group insurance. Some, including my own 
“main-line’”’ company, sell more group than 
individual. Many 
companies, such The Volunteer 
Life Insurance Company, write more 
dividual credit policies than group. A 
“main-line” companies, like The Cuna Mu- 
tual Insurance Society, write only group 
credit insurance. 


“side-line 
State 
in- 


outstanding 


as 


Tew 


Another of 


classification, based upon premium income, 


interesting aspect company 


types of policies written, size or age of the 


company or even competitive attitude, be- 


sity of Southern California (The Prudential 
Insurance Company of America, 1955), p. 10 
*1 The Credit Union Bridge, May, 1957, p. 13 
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1 j 


“Stable and establishe 


credit life 


mes apparent. 


insurance,” it 


companies writing 
Was pointed out recently, “are beginning 


to become disturbed and in some cases eve! 


alarmed over the nature of the competitio1 


they are encountering from newly-formed 


companies that 


held 


into 
hey are upset the most by 


have gone 
of such companies to pay exorbitant 
and seem to be unprecedented com- 


lissions.’ 


It must be that among the 


stable and established companies” express- 


recognized 
ing such alarm are the majority of the mem- 
the C Credit 
Association. association has 


bers of 


msumet Insurance 


This trade 
generally been characterized as the organi- 


zation of the individual advocate 


policy 
although its membership writes more group 


than individual insurance. 


that the author 


statement 


Che significant 


of the 


point 1s 


above quoted apparently 
sees little difference in the types ol 


writing 


“credit 
companies of long experience “ 
Could we now call the pioneering “main- 
line” “old-line 
for what it’s worth. 


Many f the 


of the | 


companies Apparently so, 


“main-line” as well as many 


must be in 


“*side-line 
cluded in the 


companies that take the business seriously.” 


companies 


“more conservative credit 


Sales emphasis upon group insurance or 


individual insurance has nothing to do with 


the degree of concern for improving credit 
life insurance 
ground of common in 


Chere is a broad 


terest among and between all types of 
credit life in- 
prop- 
community of interests, 
y reflect upon the 
controversial and competitive aspects of our 
We should 


problems Ww hich lie 
should 


companies engaging in the 


1 
and 


business. To 


appreciate the 


recognize 
erly 


we should more soberly 


present problems. more care 


fully appraise ahead, 


| 
and throughout we remember that 


the welfare of the insurance-buying publi 


is involved. 

Perhaps we need a historical perspective 
Looking into the 
the tuturé 


past may help us improve 


Historical Development 


irst 15 years or so of t 


redit life insurance, appears 
work cited at footnote 7 
copy ff the dated policy furnished 
through the kindness of Dwight W. Hollenbeck 
president, The Credit Life Insurance Company, 
Springfield, Ohio. 
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that “main-line”’ companies wrote practically 


nothing but credit life insurance and that 


“side-line’” companies were just getting 


started in writing such insurance. Likewise, 


in the early years, “main-line’” companies 


sold both individual and group policy plans 


One of these “main-line” The 
Credit Life 
held, Ohio, 


policy to a 


companies, 
Insurance Company of Spring- 


issued the first master or group 


= *} 


bank on February 1, 1926. 


The principal reason that Credit Life and 
other 
the individual rather than group policy plans 
that clear My 


company, tor developed its 


“main-line” companies frequently sold 


was their legal status was 


own instance, 


first individual credit life insurance policy 


State 


per- 


? 


in the spring ol 1931 to be sold in the 
of Pennsylvania, there 


missive group creditors life 


where was no 


insurance statute 
at the time 


The Prudential Insurance Company of 


America, which in this discussion becomes 


a “side-line” company, issued its first policy 


on the individual plan, not the group plan, 
With th 


group statute 


Prudential 


for similar reasons. enactment of 


New York 


converted to a 


a permissive 
State in 1929, 
zroup policy 
year of the 
should 


the contributior vhich 


In this to 
founding of credit life insurance we 


reflect upon have 


been made to the entire industry by the 


“main-line” credit insurance companies. In 
shall discover that the 


line” companies 


so doing we “main- 
founded to meet the 


The 


companies were not created as the offspring 


were 
needs of lenders and their borrowers 
salesmen. 
tool of the 


of gimmick-minded insurance 
They were not organized as the 
unscrupulous lender 


During the past credit life 
has become the fa st growing seg- 
industry, but the 


companies had been unwilling to 


Surance 


ment of the imsurance 


‘side line’ 
write even one policy of this insurance until 


the “main-line’” companies proved that it 


was sound and acceptable. There were at 


least three “main-line” companies actively 


engaged in the business before a “side-line” 


company wrote its fir 


1 
| 


The early “main-line” companies were re- 


sponsible for many new applications of the 
credit life insurance principles to types of 


credit transactions other than industrial or 

* Previously it has been thought that the first 
group policy ssued by Prudential in 1929 
(Jacobson. work cited at footnote 20). Jacobson 
} however, that the policy was first issued 
in 1928 ‘‘on a wholesale basis rather than on a 
group basis " It was rewritten as a 
group contract in 1929. See his note 22, at p. 15. 


was 


Says 
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Morris Plan lending, in connection with 
which the insurance was first written. They 
popularized the idea. 


*Main-lixe’” companies were responsible 
for developing the single premium at all 
ages, for first using the nonmedical applica- 
tion and for eliminating costly home-office 
underwriting. With all their simplicity, these 
are regarded as the heart of present-day con- 
sumer credit insurance. Vast improvements in 
policy forms, reporting and processing pro- 
cedure, and broadening of coverages by in- 
corporating the total and permanent 
ability feature in life policies and eliminat- 
ing exclusions such as war, aircraft, suicide 
and territorial limits, may likewise be at- 
tributed to these companies.” 


dis- 


Of considerable interest in evaluating the 
development of such additional benefits as 
total and permanent disability is the fact 
that statutory law has limited the extent to 
which insurance companies can expand ad- 
ditional benefits. In the State of New York, 
for example, total and permanent disability 
benefits may be provided only if the in- 
sured is disabled for a period of not less 
than four months.” To increase disability 
benefits, therefore, creative companies found 
it necessary to begin writing individual 
credit accident and health policies, policies 


which one scholar suggests are not “a de- 


fensible type of insurance.” 


In 1930 three companies which could be 
classified as “side-line” were active in the 
field, and six companies which could be 
classified as “main-line” were active.” After 
13 years, the credit life insurance experi- 
ment had advanced sufficiently to attract fair 
representation of life insurance companies. 
3y 1940 the total number of companies 
active had expanded to approximately 32, 
and by 1950 the total reached 77. Today 
there are nearly 250. 


To make a breakdown by “main-line” or 
“side-line” companies would be practically 
impossible until 1955. In that year the 
NAIC adopted the Credit Life and Credit 
Accident and Health Exhibit to be filed with 
Insurance Departments as a supplement to 
annual statements. It was first filed in May, 
1956, to report 1955 business. 


Of i17 (out of some 250) 


hibits 


company ex- 


which we had time to examine, 96 


*For a more complete discussion of this 
subject, see the paper by J. Reuben Darr in 
this issue of the Journal. 

26 Ch. 28 of the Consolidated Laws of the State 
of New York, Sec, 158.2(a). 

27 See work eited at footnote 9, at pp. 317 
and 318 
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were “side-line” companies and 21 were 
“main-line” companies. An examination of 
the exhibits of all companies active in credit 
life insurance during 1955 would probably 
indicate a ratio. One 
parent: the “main-line’” companies were in 
the minority and probably have been for a 
number of years, both as to numbers active 


and volume of business written. 


similar fact is ap- 


Most rapid expansion, in terms of num- 
bers of companies entering the field, ap- 
pears to have been in 1951-1954. There 
is no discernible tendency for “main-line” 
companies to enter 
than 


at a more rapid rate 


“ ; ‘ ” « . . 
side-line’” companies. 


As for the type of policy plan which pre- 
dominates today, statistics indicate that the 
individual policy plan is used far less widely 
than the group plan. This was not always 
the case. In 1929, 70.2 per total 
credit life insurance in force was represented 
by individual policies. At no time 
1930, however, has the amount of individual 
credit life insurance in force exceeded the 
group credit life insurance in 
The percentage of total credit life 
insurance in force issued under individual 
policies has dwindled noticeably until only 
16 per cent of the credit life insurance in 
force at the close of 1955 was written under 
individual policies.” 

The factors contributing 
rise to predominance of group creditors in- 


cent of 


since 


amount ol 
force. 


to the steady 


surance are not confined to cost or price. 
The spread of permissive legislation, the 
trend toward chain or large lending opera- 
tions which lend themselves to group in- 
surance, and the realization by many com- 
panies (both “main-line” and “side-line’’) 
that to remain profitable and competitive 
they must offer group plans, should be 
included. 


Marketing Attitudes and Methods 


One of the principal factors affecting the 
attitude of public officials, the lending and 
credit-granting industry, the insurance in- 
dustry and the public in general toward 
companies writing consumer credit 
ance is the companies’ marketing principles 


insur- 


and seem to 


Many 


concentrate sales in one market and through 


practices. companies 


one type of agency system, whereas other 


78 Based upon Institute of Life Insurance, 
Compilation of Companies Reporting Credit 
Life Insurance in Force in the U. S. 

* 1956 Life Insurance Fact Book (Institute of 
Life Insurance), p. 29. 
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companies seem to service broader markets 
and utilize more complex agency forces. 

first, what the markets 
how the 


Let us evaluate, 
are and, 
tempt to 


second, companies at- 
In so doing, let us 


hope that we will foster understanding and 


serve them. 
soberly question certain prevailing false im 


press ys 


Debtors or purchasers using every type 
of consumer credit and many other forms of 
credit be insured 


or disability policy 


may under a credit life 
Management decisions 
in any company as to what portion of the 
market represented by these various types 
of debtors and creditors should be served 
generally will 
all of the following factors: 
total amount and volume of 


the type of credit; (2) the number, size and 


take into account several or 
(1) the existing 


or potential 


operating characteristics of the institutions 
involved; (3) the average amount, term and 
other characteristics of the 
(4) the 


purchasers, including age, 


indebtedness; 
characteristics of the debtors or 
prevailing types 
of employment, and those affecting mortal 
morbidity the legal 


regulatory 


ity or experience; (5) 
environs of the credit and 


insurance transactions and their effect upon 


and 


the insurance program; (6) higher acquisi- 
tion, agency service and home office costs 
caused by possible marketing complications; 
(7) the resulting profitability (immediate 
or potential) of the market being 
sidered: (8) the effects of the 
upon the 
condition otf the 
(9) last but not 
plan to the public.” 


con- 
insurance 
and 
and 
such 


program standing, prestige 


insurance company; 
least, the benefit of 


an insurance 


‘he simplest illustration of how these 
affect companies’ 
lustrated in the 


pioneet 


factors decisions is il- 


founding of two of the 
The Morris Plan In- 
founded in 1917 to 
meet the needs which arose specifically out 


companies 
Surance Society was 
of the problems encountered by lenders and 
best 
those problems in the interests of debtors 
and alike. When no 
proved willing to provide the in- 
Arthur J. Morris 
company. His 
appreciation and understanding of many of 
listed doubt 


borrowers Insurance would solve 


creditors established 
company 
insurance services desired, 
form his 


resolved to own 


the factors above no allayed 


concern about failure. 
The Cuna Mutual Insurance Society similarly 


was founded, in 1935, to serve the insurance 


* For scholarly discussions of this subject, see 
Daniel Peter Kedzie, Consumer Credit Insurance 


in the United States, A, Thesis Submitted in 
Partial Fulfillment of the Requirements for the 
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needs of the budding credit union movement. 
Knowledge and understanding of the operat- 
ing characteristics of the credit unions, full 
appreciation of the market potential and 
ability to understand, keep abreast of, and 
even influence, the legal framework must 
have added impetus to the movement to 
found that outstanding 
insurance company. 


“main-line” credit 
The decisions for many companies have 
Had a company en- 
tered the field at the beginning of 1957, for 


been more complex. 


instance, its decisions as to what portion 
of the market 
cessible might have been reached in a man- 


was most attractive and ac- 


ner similar to my own company’s decisions 
in reappraising portions of the market it 
presently serves. 

Reserve Board statistics for 
desks of credit 
throughout the 
These statistics indicated that total 
consumer credit outstanding at the end of 
1956 was nearly $42 billion. This amount 
excluded the tremendous potential market 
in intermediate and long-term credit, most 
of which is still to be protected by credit 
life insurance. 


The Federal 
1956 recently 
life insurance 
country. 


reached the 
executives 


Of the particular $42 billion of consumer 
credit mentioned, approximately 17 per cent 
About one half of these 

consumer 


was personal loans. 

held by 
small loan companies in the United States. 
Of the potential consumer credit insurance 
market in 1956, approximately 8 per cent 
was small loan business. 


loans were finance or 


York, 
and California) and a few of 
insurance could not be 


In four of the larger states (New 
Ohio, Illinois 
the smaller states, 
or was not being sold because of existing 
laws and other legal complications. Hence, 
cent of the 
market for 
field. 


at best, approximately 5 per 


present consumer credit insur- 


ance was in the small loan 
Moreover, wide experience in underwriting 
} field indicates 


insurance in the loan 
that it is among the least profitable sources 


small 
of business in so far as the insurance com- 
pany is concerned. Smaller average policies 
or certificates, higher acquisition and operat- 
ing costs and less favorable mortality ex- 
with classes of borrowers 


perience these 


reduces profitability. 
Why, then, do some 
credit life 


companies writing 


insurance advocate it publicly 


Degree of Doctor of Philosophy, University of 
Wisconsin (Copyright 1956), pp. 75-92: also see 
work cited at footnote 20, at pp. 17-22. 








and sell consumer credit insurance in con- 


nection with small loans, the new company’s 


management might ask? Profit is not the 


only answer. The small le an borrowet1 


wants and needs such insurance for him 


self and his family’s protection. The small 


loan lender also wants and deserves to have 


such insurance as additional security for his 


loans 


Therefore, some companies are obliged 


o make the protection available 


lhe principle of consumer credit insurance 


is t 


provide protection which will liquidate 


indebtedness in case of death, or indemnify 


periodic payments in the event of disability. 


The principle is sound in-any field of financ 
ing or borrowing. A $300 policy of credit 


significant to the 
whose breadwinner earns $3,000 per 
$13,000 mortgage 


family whose breadwinner earns $30,000 a vear. 


life insurance is just as 
family 


year aS 18 a pol cv toa 


As to the method by which the 


writing credit 


company 
life insurance sells and serv- 
ices the market it has determined should be 


served, the decisions are equally complex. 


Chere are no clear-cut distinctions between 


the agency forces of writing 


credit life 


companies 


even by 


insurance, such vague 

classifications as “‘main-line” or “side-line.’ 
One scholar observes 

“The companies writing consumer credit 


insurance solely on the group basis are 


making a real effort to pay commissions 


only to those persons directly responsible 
for the acquisition of consumer credit insur- 
accounts. 


ance Such a system is in support 


American : 


’ 
or the system 


agency 


should 
credit lite 
the most significant portion of the compen 
sation (in its many forms) frequently is paid 
not to a full-time licensed agent, but to the 
other bulk of 
the work and absorb the bulk of the costs 
of making the available to the 
These forces include the creditor 
policyholder (the lending institution) or its 
affiliate, 


that under the 


agency 


In reply, we note 


group insurance system 


agency forces which do the 


insurance 
insureds 
associate, subsidiary, officer, em- 
The 
form oft 


them. 
takes the 


rate credit 


ployee or director, or any of 


compensation generally 


a premium adjustment, or divi 


dend and is paid to offset administrative 


and other 


costs 


In carefully scrutinizing the agency forces 
ot some of the leading companies, one must 


conclude that very few, if have built 


any, 


Kedzie, work cited at footnote 30, at p. 47. 
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a significant volume of credit life insurance 


sales solely through the use of the American 


agency system as it is generally thought of. 
held today 
relies heavily upon the salaried home office 
held 
from full-time commissioned insurance agents 


Virtually every company in the 


and representatives as distinguished 


These company not only 


initial 


representatives 


follow up calls and solicitations of 


full-time general or special agents and brokers 
direct sales 


but assume responsibility for 


solicitation 


The great majority of companies, “main- 


line” or 


“side-line,” also utilize the services 
of full-time 
brokers and solicitors to develop their volume 
of credit life These 


companies see between the 


licensed life insurance agents, 


insurance business. 
little 
activities of salaried representatives and the 
Indeed they 
are two integral parts of a complex sales 


conflict 
commissioned full-time agents. 
group insurance or 


health 
helps the other and each reaps just rewards, 


team. Just as in com- 


mercial accident and insurance each 
mutually 
helpful and beneficial to each other. 


so in credit life insurance they are 


The absence of conflict between seemingly 


conflicting types of agency forces becomes 


apparent hen both the regular full-time 


agent and the salaried representative realize 
that 


another form of term life 


credit life insurance protection is just 
It sup- 
plements the planned estate of the average 
American. 


other 


insurance 


In no way does it eliminate the 


basic insurance needs of the people 


whom the full-time agents and brokers serve 


One of the 
marketing 


most challenging 
credit life 
f new programs and ideas. 


company in 


aspects ol! 
insurance is the de- 
velopment lhe 


success Of a credit insurance 
today stems not only from its willingness 
there is a need (such as in 


field) 
methods and to create programs 


to serve where 


the small loan but also to experiment 
with new 
for new markets. Prestige as well as profit 
and satisfaction stem from being farsighted 
and open-minded in such a rapidly changing 


business 


For instance, our Own company was sur- 
America 
are the most under-insured group (by oc- 


We 


prised to learn that the farmers of 


cupational classification) in our nation, 


knew that farmers were among the oldest 
and largest users of credit in virtually 
every form. Asa result, through the efforts 

*See work cited at footnote 20, at p. 37 


ind Kedzie, work cited at footnote 30, at p. 47 
and following 
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of members of our staff in cooperation with 
Credit 


vears ago, we ré 


the Farm \dministration only tour 


able to 


provide the 


farmers with the benefits of credit life 


insurance. It was costly to develop a satis- 


factory plan to serve this market, but present 


indications are that it will become a great 


success for insureds, for farm lending agencies 


and for our company as well as other com- 


panies which have since begun to enter this 


new phase of “consumer” credit insurance. 


Chis recent development 


credit life insurance 


(apply ing the 


principle to short- anc 


intermediate-term nonmortgage farm loans) 


is one of the most significant in our industry, 
yet it is the result of the labor and ingenuity 
ot a small group of salaried specialists in a 
“main-line” 


company. Their belief in a princi 


ple which works in the public interest 


not the 
the decision to initiate 


was 


least among the factors leading to 


what today is com 


monly called “farm credit insurance 


Because this significant development has 


been free from criticism and embroilment 


in the present credit insurance controversies, 
previously alluded to, by no means should 


imply that the development was free from 


serious problems. On the contrary, our 
that ot 


companies engaged in this particular 


company’s management as well as 
other 
new business development have endured many 
and anxious months. 


upon 


trying 
many of us this 
credit life 


health insurance (com 


Tact 
companies in the field of 
ao! 
anid 


credit accident 


panies large oO! 


small, stock or mutual, 
' 


“main-line” or “side-line’) encounter the 


same basic proble ms Che success or failure 
of each company in the credit field depends 


upon its understanding of, and willingness to 


honorably cope with, the many complex factors 
As the insureds 


shall the sellers prosper. 


affecting the insurance we sell 


are served, so 


The this 
field becomes embroiled in problems gen 


manner in which a company in 
erally arises out of the particular company’s 
competitive approach to a new or an existing 
market. Each company’s conduct in solving 
its problems, including its advertising and 
public relations program, its attitude in legis 
lative affairs and its final decisions concern- 
ing operating practices, hardly will attempt 
to destroy the particular company’s competi- 
United States of 


should be , SO 


tive advantage. In the 
long 
as competition or company philosophy pro- 
than destroys 
and 


America this is as it 


motes rather improvements 


in the industry increased benefits to 


the public. Viewed in full perspective and 


scrutinized in relation to the long and illus 


Miami Insurance Law Conference 


trious history 
our 40-year 
come a long Wi 


industry, 
W e have 


Pending Problems and Progress 


1 


What are some of the unsolved problems 
and what have 
credit 


companies writing consume! 


insurance done about them? The 


problems include: (1) increasing the portion 


of the premium dollar which is returned to 


the insured as benefits, (2) bringing about 


effective (not excessive) regulation im areas 


not properly regulated, (3) correcting false 


impressions about excessive insurance com- 


pany profits and other “abuses” and (4) 


developing proper appreciation ol the prog- 


ress already achieved Chese problems are 


¢ 


frequently too entangled to be isolated one 


from the other. 


Enlightened management in companies 


writing credit life msurance iS pri- 


reasing the portion 


is returned to 


marily interested in inc 


ot the 


‘ 1]. 24 
premium dollar whicl 
This 


be accomplished in one of two 


the insureds ultimate objective may 


wavs—either 
benef t< 


provided in policies 


maintaining prevailing 


by increasing 


while premium rates 


or by reducing premium rates for benefits 


provided It appears 


presently that the 


second alternative is preferable 


1 


ry ' . 
L he rincipa ior preterring tne 
1 
i 


second alternative is that the first has vir- 
itself \s we have 
“main-line’”’ companies total and 
permanent disability provisions in both in- 
dividual the 1920's. 


premium at 


tually exhausted seen, 


ntroduced 
policies in 


and group 


By the early 1930’s, the single 
all ages was well established. 

1940's, slicies had 
and exclu- 


Territorial restrictions had been lifted 


By the early 


eliminated 


most p 


war, suicide similar 


sions 


¢ 


It had become nec esort to sepa- 


rate accident and order 


to provide 
When 


concerned 


iciesS in 


increased disability benefits. 


public officials began to become 
increased 


1950’s, it 


with the problem of 


benefits to insureds in the early 


became apparent that a reduction in the 


rate or some of its components was the 
only course leading to an increase in bene- 
fits to the insureds—not because the benefits 


provided in 


1 


the policies were too restrictive 


in relation to the cost to the insured, but 
because too great a portion of the premium 
dolla 
forces as c Impensation 

All toc effect- 
ing a premium rate reduction is ignored, but 


Kansas 


was returned to the agency 


frequently the difficulty of 


Insurance | Frank 


mmissioner 
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Sullivan fully appreciated the complexity. 
In writing his fellow Commissioners during 
1954 regarding a study of proposed model 
regulations made by a subcommittee of 
The National Association of Insurance 
Commissioners, he 


“Ask 


credit 


said: 


‘What is wrong 
insurance?’ I am sure we 

that credit insurance can and 
serve a legitimate purpose but, in the same 
vein, there seems little doubt that the very 
nature of the animal makes it attractive to 
the dishonest and unscrupulous. How 
can we present commissions that are 
unduly compensatory to service rendered? 
Perhaps the answer lies in the proposition 
that this particular type of insurance should 
be subject to rate regulations. . .. It 
would be a gigantic task 

insurance and a 
am not eager to assume.” * 


with 
would 


dc eS 


yourself, 


agree 


to establish rates 


on credit burden which I 


Commissioner Sullivan felt that competi- 


tion alone could not correct inequities: 


“Any competition that exists is between 
[insurance] companies in negotiating with 
the lending agent. The major factor 
the bargain is 
commissions they 


with which company can 


and, of course, 


must meet or surpass the commission scale 


paid by their competitor if they are to have 
a successful operation. The effect of this 
system is to force rates up rather than down.” 


Although the had 
downward, the recognized the 
heart of the problem. 
for 


trend of rates been 
Commissioner 
In certain areas there 
the component of the 
rate to become unreasonably high. The cost 
for consumer credit insurance to the insured 
debtors could not be further reduced until 
such tendency was reversed. 


was a tendency 


Neither Commissioner Sullivan nor any- 
one else early in 1954 had been able to find 
an effective means to rectify the problem. 
Studied in context, 

that regulation 


swer 


suggestion 
was the an- 
did threat but a 
attempt to provoke profound and 
objective thinking on the part of his fellow 


proper his 


perhaps rate 
not seem to be a 


sincer¢ 


not an “in- 
market must be 


“lenders’ ” 
“insureds’ ” 


Commissioners. A 
surers’” or an 
reckoned with 

The post-World Warll scramble by lend- 
ers for profits from insurance sales and by 
insurance companies for a rewarding share 
had 


progress. 


of booming new credit markets dis- 


rupted 30 years of wholesome 


% Frank Sullivan, Commissioner of Insurance, 
State of Kansas, To All Commissioners, re: 
Subcommittee to Study Rules and Regulations 
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Insurance companies were finding difficul- 
the midst of fantastic expansion) 
in reducing premium rates, for a reduction 
in the premium rates would lead to a pro- 
portionate reduction in commissions or other 
compensation paid to the creditor-policy- 
Since commissions 


ties (in 


holder or lender-agent. 
are generally agreed upon as a percentage of 
premiums written, an insurance company 
which voluntarily reduced its would 
reduce compensation to its agency forces 
and lose the business produced by such 
agency Let me illustrate this 
hypothetical example. 


rate 


forces. in a 
Queen Finance Company five years ago 
became the lender-agent of Able Credit 
Insurance Company. The finance company 
began to sell individual credit life insurance 
policies for $1 per $100 protection per year. 
The insurance company agreed to compen- 
sate Queen Finance Company in the amount 
of 40 per cent of gross premiums written 
for performing the services of an agent. 
Mortality experience was favorable and 
Able Insurance that in the public 
interest the premium rate in the state where 
Queen Finance operated should be reduced 
to 8&0 per $100 coverage per 
Whereas under the old rate Queen Finance 
made 40 for each $100 of 
sold, now it would make 32 cents. 


Along 


decided 


cents year. 


cents insurance 


Insurance Company 
and Queen Finance that unlike 
Able, are not reducing their rate, 
despite favorable mortality experience. Queen 
Finance notifies Able Insurance that it is 
terminating its credit insurance agency agree- 


comes Fog 
informs 


they 


ment; the reason—eight cents difference in 
earnings per $100 of credit life insurance sold. 


A common misconception is that this 
type of problem is confined to the indi 
vidual policy writing system. Such is not 
the As Professor Daniel P. Kedzie 
has pointed out, under group life 
insurance policies written today, the experi- 


case. 


credit 


ence refund, rate credit, premium adjustment, 
or dividend, in essence, “have an effect simi- 
lar to the commission paid lenders under 
the ordinary [individual] method of insur 
ing.” Dr. Kedzie not 
effect but simply points out that 


does condemn such 


“a poten- 
tial for abuse is inherent in the mechanism.” ™ 

Many feel that, in a nutshell, this is the 
most important problem facing the manage- 
ment of companies today. An effective and 
reasonable manner should be found to cor- 


Pertaining to Credit Life and Credit Accident 
and Health Insurance, March 1, 1954. 
** Kedzie, work cited at footnote 30, at p. 127. 
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t the tendency of an 


ot the premium being 


increasing portion 
returned as compen 
rather than as 


sation to the agency forces 


benefits to the insureds 


L\ 
ing the “compensation control” approach to 


Such a control would limit 
total 


(be it commissions under 


this problem 


by law the maximum compensation 
individual policy 
refunds under 
returned 
creditor- 
institutional 
component of the premium 


to be 


plans or experience 
plans ) to he 


to the 


group 
paid or otherwise 
producing 


agent, agency, 


policvholde: or seller 
limiting the 
which relation 


to the 


appears excessive in 


benefits paid, the proponents of 
compensation control explain, would result 
propor 


compensation 


reductions 
tionate to the reduction in the 


In gross 


premium rate 


component. Here is how it would work 


Fog 


reducing its 


rather than not 
Able in 


Acquire d the 


Insurance C Impany, 


premium rate as did 


the first example, might have 


Queen Finance Company credit insurance 
Able by 
that is, 10 per 


Able on the 


vritten by (Jueen Che 


account from offering 50 per cent 


commission, cent more than 


offered by eross 


premiums 
premium rate would 


continue $1 per $100 of insurance 


nen enacted vhich pro 


maximum compensation, 


experience re 
1) cents 


per $100 of in an itt per vear. 


Since making 50 


Queen Finance had been 
per cent oft each Sl ot premiums reported 
Fog Insurance ( 


$100 of insurance 


ompany, o1 50 cents 
written, 
excess tl 


Statute 


Zing compensation in 


maximum permissible under the 


lo comply with the new statute, 


Insurance notified Queen Finance th 


the future it will be paid compensation in 


amount of 40 cents per $100 of insut 


Che ten cents differ 


applied in the form of a gross 


premium rate reduction. The insured debtor, 


vho pays the would be able to 


cre dit life 


premium, 


insurance tor 90 cents rathet 


than $1 per $100 per year 
If, in this example, 40 cents of each pre 


1 
i 


mium dollar had been paid to the insureds 


* *‘Loss ratio’’ as used in this example is not 


accurate or particularly meaningful. For the 
accurate and meaningful way to compute ‘‘loss 
ratios’’ see Dr. Kedzie’s paper in this 
of the Journal 

®* See the Report of the Credit Life and Credit 
Accident and Health Subcommittee of the Life 


issue 


Miami Insurance Law Conference 


ratio” of the 
to have 


in claims benefits, the “| Ss 


insurance could be said 


under the $1 


company 
been 40 pe cent 
With the 
cents would still be 
but the 
$4 per cent 


90-cent 


premium 
rate, 40 
paid in claims benefits, 
ratio” would be 
(40-cent claims out of 
premium rather than 


each $1 


rate.” reduction of the 


“loss increased to 
each 
40-cent claim 
premium ) An 


out oft increase in 


benefits paid would have been accomplished 
by reducing the portion of the premium 


paid to the age rces as compensation. 


\ second 


public othcial 


industry and 
peration in de 
veloping effective, excessive ‘gu 
lation in areas 1 operly regulated. 


1 } } ] ] 


progress has been made, largely 


Great 
throug! 
the efforts of the Nati Association of 
Insurance Commissioner na he hue and 
cry about 


hollow 


In attempt 


“abuses” becomes more 


iples ot ef 
fective I Ful On, ho ver, ‘ have cle 
viated burdensome, 
regulation 
primary 
objectives 
EXCESSIVE 
ide 


Vark 
cancellation 
refunding 


dealt witl 
Under 

Surance 

w I en al 


a 


ll be 


com 


atory 
refundes fo ‘ used in 
puting his an 


e filed with, an 


remium must 


t 
] 


the Insur- 
Commissionet I} volicy o con 
termination clat nN accor wit! 


provisions 


model 


incorporate d 


rate upon 


many 


State 


a cancellation provisi vhich permits the 


borrower, at h retain existing 


Insurance I event of prepay 


ment, renewal o1 inancing. Some states 


require that such provisions shall be set 


forth in policy certincate: others 


have no such spe and 


still others 


requirement; 
provide that in the absence of 
Insurance Committee of the National 
tion of Insurance Commissioners 
Section IV, p, L-4 

* Kentucky Regulations of November 22 
I-CL&C-4. B.: and Kansas Regulations 
December 1, 1954, 48-14-3. B 

‘See regulations cited at 


Associa- 
June 7, 1954, 


1954 


effective 
footnote 37 
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such provisions in the policy, certificate or 
statement, a separate instrument in writing 


shall be furnished to the debtor.” 


Another state recently provided that the 
option to cancel or to retain the insurance 
should not only be set forth in writing, 
properly signed by the borrower, but also 
that the instrument in writing should con- 
tain not than nine listed items of 
information.” 


less 


One other state recently permitted op- 
tional cancellation, provided that upon the 
face of the policy, certificate or statement 
of insurance there was imprinted in red the 
provisions disclosing the right of the bor- 
rower to retain the insurance in force. The 
insured borrower could exercise his option 
to retain the insurance by returning the 
policy, certificate or statement to the home 
office of the insurance company.” 


Once the policy is canceled, proper re- 
funding of the return premium due must 
be carried out by the insurance company. 
Refund formulas must be filed 
with, and approved by, the Insurance Com- 
missioner. Acceptable formulas vary. Some 
states set forth a specific formula in their 
regulation while others are silent. 


sometimes 


In recent months certain states have rec- 
ognized a minimum economically feasible 
return, and it has been provided in regula- 
tions that no refund need be made in amounts 
of, for example, 50 Other 
states have refused to recognize the validity 


cents or less. 
of a minimum economically feasible return. 


In one state the Insurance Commissioner 
recognized the economically feasible refund 
to be amounts of more than 50 cents, but 
the loan supervisor of the state required 
the licensees under one of the lending stat- 
utes to refund all return premiums to the 


last penny.” 


This brief summary of 
cancellation and refunding provisions in the 
regulations is not intended to appraise the 
regulations in 


widely varying 


effectiveness of one set of 


of Insur- 
ance and Banking, Departmental Regulation No. 
24, effective November 1, 1955, Section IV. B 


%* State of Tennessee, Department 


* State of Kansas, Department of Consumer 
Loan Commissioner, Rules and Regulations, ef- 
fective March 1, 1956, 75-3-3. 

“State of Oregon, Department of Insurance, 
Rules and Regulations, Section IV, B. 1, 2. 

“ Official West Virginia Insurance Depart- 
ment Regulation 56CLCAH-1, Section IV. B. 1; 
Department of Banking, State of West Virginia, 
Rules and Regulations for All Small Loan Li- 
censees, effective March 1, 1957, Section IX. 

* The ratios developed represent the ratio of 
net gain from operations (excluding investment 
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comparison with another, or to question 
the intentions of the public officials promul- 
gating such regulations. The point is that 
uniformity is lacking and such lack of uni- 
formity has created problems of no little 
magnitude for the management of com- 


panies writing credit life insurance. 


For instance, when a state official recently 
ruled against the minimum feasible refund, 
our company and, no doubt, many others 
promptly refunding return 
premiums due to the last penny. Within 
a few weeks we had several hundred checks, 
pennies, which had been 
The cost of issuing 


complied by 


each for a few 
issued but not cashed. 
the checks alone far exceeded their face 
value, and apparently their value to the 
canceling insured debtor was inconsequential. 


Another problem, mentioned above, facing 
management of credit life insurance com- 
panies today is a misunderstanding of the 
insurance companies in 
writing consumer credit insurance. For 
some years I have heard Insurance Com- 
missioners and other public officials remark 
that the real problem in the credit insurance 
business was excessive profits. They either 
specifically stated or intimated that com- 
panies in the field “were making too much 


profits made by 


money.’ 

A comparison of leading stock legal re- 
serve life insurance companies writing many 
kinds of life insurance policies with a 
representative group of “main-line” credit 
insurance companies indicates that such in- 
timations are quite far from the truth. Rep- 
resentative companies writing many lines in 
1955 realized an gain from 
operations of 84 per cent of total direct 
Representative companies writ- 


average net 


business.* 
ing principally consumer credit insurance, 
on the other hand, realized an average net 
gain from operations of only 4 per cent 
of total direct business.“ In 1956, the for- 
mer had an average net gain of 8.8 per cent, 
whereas the latter’s average net gain was 
a per cent. 


losses) to total 
less reinsur- 
at random to 


income 
direct 
ance). 
represent 
as follows: 


gains or 
business 


and capital 
business (gross 
The companies selected 
companies writing many lines were 
Aetna Life, Connecticut General, 
Continental Assurance, Lincoln National, Na- 
tional Life and Accident, Occidental of Cali- 
fornia and Travelers Life. 

“ The companies chosen as representative of 
“‘main-line’’ companies were the following: 
American Bankers Life Assurance, Bankers Se- 
curity Life, Central National Life, Colorado 
Credit Life, The Credit Life Insurance Com- 
pany, North Central Life and Old Republic 
Life. 
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This is not to imply that the former com- 
Actually, 
The 
disparity of earnings can probably best be 
explained by the effect, first, of widely 
varying and fluctuating credit life laws and 
regulations and, second, of the 


panies’ earnings were excessive. 


they were reasonable in my opinion. 


high costs 
of rapid expansion and development of new 
applications of credit life upon 
the profits of companies writing principally 
credit lines. 


insurance 


An evaluation of the mutual companies’ 
earnings (both “main-line” and “side-line”) 
from consumer insurance 
dificult and somewhat meaningless. A cur- 
examination of the credit life insur- 
ance exhibits of the three leading “side-line” 
mutual companies in the field, however, in- 
that none of them realized a net 
gain from operations. The leading “main- 
line’ company realized a small net gain, as 
one might expect. Some insurance execu- 
tives today feel that either the mutual 
companies have not approached credit life 
with the conviction that it must 
own that their tirades 
rates of “main- 
stock companies are 


credit alone is 


Sory 


dicates 


insurance 
“pay its 

about the 
line” and 


unjustified. 


way” or 
high premium 


“side-line”’ 


Conclusion 


It has been my intention to speak frankly 
of the controversies and the problems in 
my segment of the insurance industry. Con- 
sumer credit insurance companies face a 
perplexing dilemma. We are at the cross- 
roads. We are encountering serious opera- 
tional problems within and are ensnarled 
in complicated legal and regulatory prob- 
lems without. All the while, we are under 
fire for excessive profits and an oblivious 
attitude towards the insured public. 

Much of the criticism today simply re- 
flects competitive attitutes of lending and 
financing institutions, as well as the com- 
petitive attitude of insurance companies. 
Some of the competitive attitudes are whole- 
some; some are not so wholesome. Some 
simply generate controversy without offer- 
ing feasible solutions to existing problems. 

Other criticism reflects an earnest desire 
simply to help solve knotty problems, such 
as the reduction of the premium rate. One 
student of the subject, in reflecting upon 
the present situation, has suggested the 
following: 


*® Kedzie, work cited at footnote 30, at pp. 
132 and 133. 

* ‘‘Self-Regulation—Its Challenges and Its 
Rewards,’’ address by Victor H. Nyborg, presi- 


Miami Insurance Law Conference 


“Tt would seem that an acceptable method 
a [rate] reduction 
and subsequent stabilization of commissions 
would be through voluntary means. Ideally, 
a trade might be the vehicle 
used to inaugurate and police such a ven- 
ture. The best attempt to date at organiz- 
ing consumer credit 
Consumer Credit 

previously discussed. 


of accomplishing 


association 


has been the 
Association 


insurers 
Insurance 

Although this organ- 
ization has been responsible for a substan- 
tial amount of promotion and legislation on 
its members’ behalf, it has been unable to 
effect such an agreement among its mem- 
bers. [Italics supplied.] It would indeed 
be unfortunate if legislation providing for 
maximum commissions to a lender would 
have to be introduced since this would be 
tantamount to admitting the failure of 
intercompany cooperation.” ” 


Probable involvement in antitrust litiga- 
tion alone is enough to thwart an agreement 
to fix prices between members of a trade 
association. Equitable and 
will not be 


solu- 
snap of a 


effective 
tions found at the 


finger. 


Victor H. 


similar vein: 


Nyborg 


phil »sophized in a 


field where we have 
been observing problems for a long time. 
Even though you are a regulated industry, 
the degree to which you are regulated now 
leaves ample room for constructive self- 
regulation. We find it is a fact that 
the public looks upon all insurance as one 
and the same. People do not differentiate 
between the different lines. They lump all 
insurance together and usually say, ‘That’s 
insurance for you!’ 


“Insurance is one 


“An unfortunate experience with any line 
—with any doubt and 
distrust institution of 


company—sows 
against the whole 


insurance.” “ 


Viewing our problems in proper perspec- 
tive makes appreciate that all com- 
panies consumer credit insurance 
today are imsurance companies. Our rates 
are based upon the same mortality and 
morbidity tables. In underwriting the risks 
of debtors’ death or disability, we must 
find su in providing a from 
which the public derives benefits commen- 


one 
writing 


service 


surate with the costs involved. 
Whether an insurance company writes 
credit life insurance as its special line or 


dent, Association of Better Business Bureaus, 


Inc., before the annual conference of the Con- 
sumer Credit Insurance Association, Asheville, 
North Carolina, June 5, 1953. 
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affect 
insurance 
and 


should not 
such 


as one of its many lines 
attitude 


company’s 


its basic towards 
The 
operating standards 
upon the belief that credit 
“stand on its feet.” It 
at a fair price, underwritten soundly, ad- 
ministered efficiently and made reasonably 
profitable unto itself. 


management policy 
should be predicated 
insurance must 
must be 


own sold 


J. Edwin Larson, chairman of the NAIC 
Committee on Insurance Sold 
tion with Installment Sales and 
pointed out, at the Third Annual Consumer 
Credit Conference (Washington University, 
1956), that: 


“History reveals that virtually every great 


in Connec- 
Loans, 


industry known to us today suffered in its 
infancy from scandal and abuses. 


lhe history of life insurance is no excep- 


from its 
few 


tion. The industry has suffered 
share of scandal and 
ple would deride that centuries old industry 
because of localized want 
to make it abundantly clear that I speak of 
within this framework of ap- 
preciation for the progress and self-improve 
ment of this young but beneficial [credit 
life insurance] industry.” 


abuses; yet peo- 


abeees.. oo Rha 4 


abuses only 


The day is not far distant when the prob- 
lems and controversies discussed here which 
enshroud consumer credit insurance will 
have disappeared. There is probably no 
one here who would question the need for, 
credit life 
ance. The management of each and every 
type of company providing such protection 
that 


and wide acceptance of, insur- 


this was not 


[The End] 


is able to appreciate 


always the case. 
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HE LAW 
what behind developments in the busi- 
world. Such is with 
credit insurance. 


customarily follows some- 


ness the case consumer 
The developments have followed the normal 
paths followed by 


new business, Any 


American regulation of 
new business grows and 
attracts little or no attention from the legis- 
lature or regulatory bodies until a few abuses 
The abuses of the few are then 
recognized and the benefits of the 


majority 


develop. 
obscure 
service of the vast for the simple 
that 


law-abiding conduct is customarily 


reason abuse is news, while normal 
ignored. 
and 
tions come into play and the first impulse is 
to shout “Thou shalt not.” Gradually the 
dawn. The need for regulation 


which preserves the benefits and limits the 


Competitive antagonisms misconcep- 


realities 


abuse is agreed upon as the only reasonable 
solution. 


17 F. 805 (1881) 
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The regulation of credit insurance, 


whether such regulation has been in the 


form of case decisions or legislation, has 


followed this standard pattern. 

In the early federal cases, which occurred 
prior to the turn of the it was 
held to be a violation of usury laws fot 


the lender to make the purchase of insur- 


century, it 


ance a condition precedent to the granting 
of a loan if the interest and the premium 
paid exceeded the legal maximum interest 
rate. The main thrust of the objection was 
to compulsion. The most concise statement 
of this phase of case law development ap- 
pears in National Life Insurance Company 7 


Harve, 


“It is not necessary 


' where the court said: 

in such case to show 
that the premiums charged were unreason- 
able. It will be 
in the transaction 


presumed that there was 
of insurance a profit to 
the insurance company, the lender; and if, 
independently of the premium paid in ad- 
vance, the maximum rate of interest has 
been charged and taken, the insurance and 
the payment of a premium in advance, if 
intended as a condition precedent to and a 
further 
make it usurious.” 


consideration for the loan, will 
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Another theory on which the early “Thou 
shalt attitude of the 
conditioning 


1 
not” courts was based 
that 


chase of 


was loans on the pur- 
indicated an intention 
The North Carolina 


Supreme Court was the leading exponent of 


Miller 


insurance 
to violate usury laws 


his point of view.” In the case the 


court said: 


‘But the question of does not 
upon the 


lender actually 


usury 
whether the 
than the 
this 
whether 


depend question 


more legal 
not. If 


determined 


gets 


rate ot interest or were so, it 
there 


was usury or not until the money was paid 


could never be 
Chis would be like locking the stable 
But it depends 
purpose in the 


back 
after the horse was stolen. 


upon whether there was a 


mind of the lender to make more than 


legal interest for the use of and 


W hether, by the 


money, 


terms of the transaction 


and the means used to effect the loan, he 
may, by its enforcement be enabled to get 
more than the legal rate lf SO, the trans- 


action is usurious.” 


even in this early period, thers 
held 


usurious, it 


However 


were many courts which that for the 


transaction to be termed must 


be proved that the insurance requirement 


decisions 


v intended as a cover for usury 
there 
This was noted by the court in Heaberlin 
lard Life Insurance Compan 


developed two lines of 


Jefferson, Star 


The court stated 


‘At the outset we are 


met with two lines 
One such a 


that 
] 


1 condition precedent, does 


ft decisions holding 


requirement, as 


not constitute usury, at least where the 


policy is actually issued at the same rate 


and on the same conditions as_ policies 


issued to nonborrowers.” 


The second holds that sucha requirement 


renders the transaction usurious: 


“Without 


that we are of opinion that the reaso1 


further comment, it suffices to 


ing in the cases supporting the first propo- 


sound; and that one who 


h trans 


sition is basically 
attack the bona fides of suc 


that the in 


would 
allege and 
taken out for the 


that the 


actions must prove 


surance Was purpose ot 


rather than insult 


a condition precedent to the loan 


exacting usury, 


ance Was 


“There are two 


transactions, one, 


loan; the other, the insurance. The c 


pany extended full consideration fot 


Carter v. Life Insurance 
ginia, 122 N, C. 338, 30 S. E. 341 (1898): 
v. Life Insurance Company of 
N. C. 612, 24S. E. 484 (1896). 


Company of Vir 
Viller 


Virginia, 118 
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paid in assuming the insurance 
benefit to j [ the 


plaintiff | therefore rested upon independent 


premiums 


risk, and the added 


and legal consideration.” 


Modern Rule Permissive 
but Subject to Conditions 


\ general 
recognizes the 


rule has now emerged which 


validity of an insurance 


holds 


merely exercising his prerogative of demanc 


lender is 
1_ 


requirement and that a 


ing greater security by imposing such an 


insurance requirement. This general rule, 


however, is not without qualification—a fact 
Supreme Court of Wis- 
Acceptance 


recognized by the 


consin in Friedman v. Wisconsin 
Corporation;* where the court said 


“Many 


where an agreement to pay 


cases can be found in the books 
insurance 

has been held me! ‘-loak for usurious 
interest, but in nearly all such cases it will 
be found testi 


that the insurance provision of the 


that it was revealed in the 


mony 


contract was not entered into in good faith, 


and that the premiums charged were in 


excess of whi tally charged for in 


surance of However, in the 
and such 


weight of author 


great majority cases 


constitute the 
where tl ) act is entered 


ity), into in 


good faith and where the evidence does not 


disclose the exacti higher premiun 


han what is usual and customary, the charge 
is considered a proper one, not in violation 


of the usury law.” 


look to 


the reasonableness of the requirement and 


Generally speaking, courts 
whether the 
good 


authority, a 
to obtain 


endeavor to ascertain 


action was consummated in 


Today, by the weight ot 


creditor may require a borrower 


insurance on l il or on the security 


offered as a condition precedent to granting 


provided that 


a loan, this requirement is 
not imposed as a means of increasing the 
; money, but 


of obtain- 


compensation for the use 
for the 


security 


is only bona-fid 


ing better 


ot the parties is the 


Elements Which Courts Condemn 


As mentioned bv the court in Friedman 7 


in Acceptance Corporation, many 


cases can be found where an agreement to 


pay insurance was held to be a mere cloak 
114 W. Va. 198, 171 S. E. 419 (1933) 
4192 Wisc. 58, 210 N. W. 831 (1926) 








for usurious interest. However, in nearly 
all such cases the testimony revealed that 
(1) the insurance condition of the contract 
was not entered into in good faith and (2) 
were in excess of 
that which is usually charged for insurance 
of that nature. These are the 


which distinguish transactions 


the premiums charged 


elements 
involving 
bona-fide insurance requirements from those 
involving insurance used as a mere cloak 
for the purpose of exacting usurious interest. 
nothing about the illegal 
lender’s effort to utilize insurance schemes 
in an attempt to evade usury prohibitions. 
The 1809 edition of Ord on Usury contained 
a discussion of the expedients employed by 
illicit lenders to evade the statutes pertain- 
ing to usury. Since this book was published, 
multivarious involving insurance 
have been employed to evade the usury 
laws. Suffice it to say that the use of 
insurance as a colorable 


There is new 


schemes 


mere device to 
avoid the prohibitions of the usury laws is 


not to be condoned. 


Element Permitted by Courts 


Our purpose will be better served if we 
turn our attention to the numerous de- 
cisions which involve the bona-fide use of 
insurance as security and can serve as a 
guide to the elements needed in any system 
of permissive regulation if it is to effective. 

The early cases pertaining to the sale of 
insurance in connection with loans usually 
involved life insurance The 
courts hypostatized the insurance company 
into two separate entities—a lender and an 


companies. 


insurer. They recognized that life insurance 
was legitimate security and that the in- 
surance company as a lender was entitled 
to insist on such security. By the process of 
hypostatization, the courts were able to 
separate the amount paid as interest and 
the amount paid as a premium. 
cess was described by the court in Niles 
v. Kavanaugh * as follows: 


This pro- 


“Even where the lender, is an insurance 
company, and requires, as a condition of 
making a loan at full legal interest, that 
the borrower take out insurance with it, the 
loan is not to be deemed usurious in the 
absence of evidence that the premium is in 
the usual or fair rate for insur- 
ance, or that in respect the 
provision for insurance was designed as a 
cover for unlawful interest. . These de- 
cisions go upon the ground that the pre- 
mium is not a payment for the loan of the 


excess ol 


some other 


6179 Cal. 98, 175 Pac. 462 (1918). 
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borrowed money, but is simply compensa- 
tion to the insurer for the risk incurred. If 
this is so where the lender is the insurer, 
there is much reason for claiming 
illegality where the issued, 
and the premium received, by a third party.” 


less 


insurance is 


Basically the courts have announced the 
rule of and have spelled 
out the standards which govern the determi- 
nation of reasonableness. 


“reasonableness” 


Early Legislation—Patch Work 


Early consumer credit insurance legisla- 
tion and regulation have been sporadic and 
a patchwork at much so that a 
general discussion of the entire field is ex- 
tremely difficult. Certain isolated fields have 
been covered by statutes. These often reflect 
the need to cover a specific problem of a 


best—so 


particular group and, therefore, in some in- 
stances actually complicate consideration of 
the over-all problem. We can itemize these 
statutes as follows: 


(1) The governing life and 
accident and health insurance policies and 
companies. 
credit 
same as 


general law 


These are uniformly helpful as 
insurance is in many respects the 
other forms of insurance. The 
policies and the companies must be subject 
to the same rigid requirements as other 
policies if the public is to be protected. This 
is an aspect of insurance which has almost 
been forgotten by the general public. How- 
ever, the need for adequate reserve require- 
ments and similar protection continues, and 
companies issuing credit policies should be 
and are subject to the same requirements 
as any other life company. 


(2) Special legislation allowing life insur- 
ance companies to make loans and sell a 
policy as security therefor. There is no 
uniformity in such statutes. 


(3) The model group life insurance law 
which has been adopted in more than 30 
states. This act was needed to permit group 
credit life insurance. (Individual policies 
required no such special permissive legisla- 
tion.) Unfortunately the provisions of the 
group credit life law are primarily designed 
to protect the company and policyholders 
from bad underwriting. However, some of 
its provisions also carry forward the stand- 
ards of reasonableness which the courts had 
set up. For example, the amount of insur- 
ance is limited to the amount of the loan, 
and the proceeds must be used to pay off 
the loan. 
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(4) 


have 


Provisions governing credit insurance 
been made part of many statutes 
lending and credit transactions. These are 
extremely diverse and all 
suffer from two basic weaknesses: 


on 


numerous, and 


(a) Credit insurance is insurance and 


should be governed as such. The special 
competitive considerations in the financial 
field have no relevance to the need of the 
public for insurance coverage. There 
real practical problem Competitive 
needs have led to special acts governing 
the myriad kinds of financial institutions. 
These, in turn, contain different insurance 
provisions. Uniformity becomes impossible, 


is a 


here. 


expenses are thereby increased and the pub- 
lic has to pay more for the same coverage. 
Ironically, many of these special require- 
ments are sponsored as needed to “protect” 
the insured against excessive costs. 


(b) Such laws also split jurisdiction be- 
tween the Insurance Commissioner and the 
administrator or administrators of the vari- 
ous financial institutions involved—with all 
the confusion in administration which such 
a division necessarily involves despite good 
both 


will on sides. 


Modern Period 


1950 the National Association 
Insurance Commissioners has been discuss- 


Since of 
ing credit insurance and how it should be 
regulated. 
recognition of the necessities of the situation 


The tendency has been toward 


for permissive regulation to preserve the 
How- 
ever, it has been a grudging retreat rather 
than a clear-cut plan. Fortunately, it has 
now become increasingly clear that the “Thou 
shalt not” idea was inspired primarily by 
competitive in the small loan in- 
dustry. In as much as that industry uses 
less than 5 per cent of the credit insurance 
in force, the claims from that 
quarter appear to have now assumed their 


good and eliminate the abuse, if any. 


forces 


emotional 


proper perspective in the scheme of things. 
A model bill based on practical experience, 
and following the guide which the 
courts evolved, appears to be on the horizon 


of the NAIC. 


However, it seems best to avoid crystal 
balls, particularly where the matter is under 
current discussion by the NAIC. The pres- 
ent Florida legislation and regulations ° in- 
dicate a philosophy, method and phraseology 
far in advance of that of other states, and 
will be used as a common denominator for 


p< sts 


6 Ch. 646, Florida Statutes of 1955. 
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of what 
sumer credit insurance 


our discussion an adequate con- 


law should cover. 


Section 1 of the Florida act defines credit 
insurance and fixes the scope of the regula- 
tion. Credit insurance accident 
health, life, group, franchise or indi- 
vidual) is included if it covers the borrower 
of money or a purchaser of goods in connec- 
tion with a specific loan or trans- 
Real estate more than 36 
months duration are excluded. This defini- 
tion covers any policy is a 


(whether 
and 


credit 
action. loans of 
which “credit 
insurance” policy as that term is now under- 
in the business world. Obviously a 
credit life policy or a credit accident and 
health policy can be abused only if it is 
used to evade the laws which govern loan 
credit transactions. Therefore, if all! 
credit insurance policies in connection with 
loans or credit 
most abuses 
Real 


stood 


or 


covered, 
under the act. 
over 36 months 
duration were exempted because consumer 


transactions 
should 
transactions 


are 
come 
estate 


credit as a practical matter does not include 
real estate transactions or contracts beyond 
36 months. 


Section 2 clarifies the jurisdictional diffi- 
culty which might exist by granting the 
extensive rule-making power to the Insur- 
ance Commissioner for the protection of the 
Aside his general over-all 
authority to issue regulations, the Commis- 


borrower. from 
sioner is given specific power to cover cer- 
tain specific devices which illicit creditors 
might use. Such illicit creditors have been 
known to sell policies at a rate higher than 
the normal premium rate filed by the in- 
surance company or to buy a group policy 
and collect in 
to the creditor. There- 
Section 2 gives the Commissioner 
to protect “the borrower from ex- 
cessive charges by or collected through the 
lender for insurance.” 


identifiable charges thereon 


excess of the cost 
fore, 2 i 


power 


Another device used by the illicit lenders 
is a pyramiding of policies when the original 
loan or credit transaction 
refinanced. Such would 
the old policies new policies were 
issued on the new loan, or if they did cancel, 
no refund would be made when the policy 
was canceled. To the of this 


is renewed or 


lenders not cancel 


when 


prevent use 


device, the Commissioner is given specific 
power “to avoid duplication or over-lapping 


loss 


of insurance and of the borrower’s 
funds by short rate cancellations.” 


and 4 the minimum 
reserves the insurance company must main- 


Sections 3 deal with 





tain. These are mere routine provisions and 
reflect the Commissioner’s primary interest 
the 
than an 


in maintaining solvency of insurance 
interest in 


problem in the credit insurance field as such. 


companies rather any 


5 limits the amount of insurance 
its term 


purpose of 


Section 
coverage and In as much as the 


only bona-fide credit insurance 
is to secure an obligation, the amount there- 
ot by limited to that 


to secure the obligation involved. Therefore, 


definition is needed 
on declining balance obligations the amount 
life and the total in- 
demnities under credit accident and health 


credit insurance 
insurance are limited to the unpaid balances 


of the obligation served. Furthermore, the 
term is limited to the term of the obligation. 
Obviously these limits on the amount and 
term effectively stop the device of selling a 
borrower excessive amounts of insurance for 
commission earned 


the sake of the greatet 


thereby 


Section 7 provides the penal penalties for 
enforcement and Section 8 provides that all 


policies must be issued through licensed 


Florida has also permitted limited 


licenses for credit insurance—an obvious aid 


agents 


the credit 


thousands of othet 


to entorcement as it separates 


insurance agent from the 


agents 


In addition to the subjects covered by the 
act itself, the 

by the Florida 
April 20, 1956, 
closure The 
the borrower regarding his coverage coupled 
vith the 


rules and regulations issued 


Insurance Commissioner on 
dis 


cover the problem of 


paucity of information given 


public’s well-known allergy to 
the print the 
more serious problem areas in credit insur- 


reading fine presents one of 


Section V of the regulations provides 


that the 


ance 
insurance 
within 
specific in- 


policy or certificate of 
delivered to the 
Furthermore, certain 


shall be borrowet 
30. days 
be shown. 
“Credi 


forth 


formation on the insurance must 
The policy must bear the inscription 
tor Debtor Insurance only” and set 
(1) the 
(2) 


exception ot 


terms 
the 
limitation 


the following: amount and 


of the coverage, a description of 


coverage with any 
thereon and (3) the amount of the premium 


or identifiable charge. 

While the Florida 
represent the most complete system of regu- 
effect, 
under 


law and regulations 


lation now in they do not include 


provisions now discussion and con- 


sidered essential by some to effective over 
‘ National Association of Insurance Commis- 


sioners Proceedings 1956, Vol. II, p. 373. The 
proposed model bill of the Consumer Credit 
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The 


pr ype sed 


leading insurance as 
that the 


limit on the com- 


all regulations. 
have credit 


insurance law 


sociations 
contain a 
pensation which receive from 
the On the other 
hand, some favor a limit on the premium 


a lender can 


sale of credit insurance. 


rates of insurance companies. There would 
appear to be some self-interest underlying 
either proposal. 


Both are currently under 


extensive discussion. 


One difficulty with all the proposals cur- 
rently under discussion is that they do little 
to improve the legal situation of the ethical 
creditor who desires to use credit insurance. 
His use of the insurance is limited and regu- 
lated, but the laws do not clarify the lender’s 
problem under the usury or lending or sales 
finance laws. After he complies with all the 


regulations, any income he receives may 


still violate the usury laws. It would appear 
that some provision should be added which 
the lender’s right to 


will clarify compensa 


tion for his services 
There is no doubt that the point has been 
insurance 


so that 


reached where a “model” credit 


statute can be drafted and enacted 
credit insurance can be furnished the public 
abuse. 
indication that 
the near future. 
the past and 
helpful as a guide to the 


[The End] 


at a reasonable cost and free from 


Fortunately, there is 
the N AIC will do so in 
this 


W ill be 


every 
) ‘ ° . 
Perhaps discussion of 
present 
future. 


APPENDIX 


Proposed Model Bill of the 
Consumer Credit Insurance Association 


AN ACT TO PROVIDE FOR THE REG- 
ULATION OF THE WRITING OF 
CREDIT LIFE INSURANCE AND 
CREDIT ACCIDENT AND 
HEALTH INSURANCI 
BE IT ENACTED BY 


THE STATE OF 


(adapt caption 
and formal portions to local requirements) 
1. DEFINITIONS AND SCOPE: 
A. DEFINITIONS 
As used herein: 


(a) “Credit Life insurance” means life in- 
surance on a borrower or purchaser pursu- 
ant to or in connection with a specific loan 


or other credit transaction; 


Insurance Association as presented to the NAIC 
subcommittee on installment sales and loans is 
attached as the appendix 
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accident and health insurance” 
health insurance on a 


pursuant to or in 


(b) “Credit 


means accident and 


borrower or purchaser 
with a 


credit transaction. 


connection specific loan or othet 


(c) “Lender” means a lender of money 


Or any assignee of a lendet 


(d) “Vendor” 


of goods, services, property, rights or privi- 


means a vendor or lessor 


under a retail installment sale con- 


leges, 


tract or other credit transaction or any 


assignee of such vendor; 


(e) “Borrower” means a borrower of money 
trom a lender; 


(f) “Purchaser” means the purchaser from, 


or the other party to a credit tr insaction 
with, a vendor; 


(g) “Person” shall mean any individual, 
corporation, association, partnership, reciprocal 
exchange, inter-insurer, Lloyds insurer, fra 
ternal benefit 


engaged in the business of insurance, 


society, and any other legal 


entity 
and any lender, vendor, or any assignee, 
affiliate, 


them, or any 


associate or subsidiary of any of 
director, otmcer or employee 


of any of them; 


(h) “Indebtedness” means the total amount 


payable under the loan contract to a lender 
or the total amount payable under the sale 
or other vendor and 


contract between the 


purchaser; 


(i) “Amount of Insurance” means, in the 
case of Credit Life insurance, the amount 
payable at the death of the insured or, in 
Accident and Health In- 


aggregate of the monthly or 


the case of Credit 
surance, the 
other periodic indemnities provided under 


the terms of the insurance contract. 


B. SCOPE 
Credit Life and Credit Accident and Health 


this Act shall not in- 
sold in connection 


insurance subject to 
with a 
more 


clude insurance 
other 


than five years duration. 


2. AUTHORIZED FORMS OF CREDIT 
INSURANCE: 


Credit 


loan or credit transaction of 


Acci- 
under 
two 


Credit 
issued 


Life Insurance and 
dent and Health 
this Act shall be 


forms, to wit: 


insurance 


issued, in either of 


(a) Individual policies of Ordinary Life 
Accident and Health in- 
surance issued on a Term basis to borrowers 


insurance and/or 


or purchasers. 

(b) Group policies issued by an insurer 
to subsidiaries or 
affiliates of either, pursuant to (insert refer- 


to lenders or vendors, or 
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ence to existing group life in- 
Accident and 


if any, applicable 


sections ol! 


Surance and existing group 
Health insurance statutes, 
to Creditor incorporate pro- 


visions usually found in such statutes). 


Insurance, o1 


3. AMOUNT OF CREDIT INSURANCE 
A. Credit 


The amount of credit life insurance shall 


Life Insurance 


not exceed the total amount repayable un- 
der the contract of indebtedness in connec- 
tion with which it is written, provided, that 
where the indebtedness is repayable in sub- 
stantially equal installments the amount of 
life insurance shall not exceed the approxi- 
mate scheduled unpaid balance of the in- 
debtedness. 

B. Credit Accident and Health Insurance 
Credit Accident and Health 
insurance shall not exceed the total amount 


The amount of 


of the indebtedness in connection with which 
it is written. 

4. TERM OF CREDIT INSURANCE: 

The term of any credit life or credit acci- 
dent and health insurance shall not extend 
more than fifteen days beyond the end of 
the scheduled maturity date of the indebted- 
ness. If the indebtedness is discharged due to 
renewal or refinancing prior to the sched- 
uled date the i force 


maturity insurance in 


shall be cancelled before any new insurance 


may be written by the same lender or vendor 
or any subsidiary or affiliate of either of them. 
5. POLICIES AND POLICY PROVI- 
SIONS: 
A. All Credit 
denced by a policy, certificate or statement 
of insurance which shall be delivered to the 


Insurance sold shall be evi- 


insured borrower or purchaser. 

B. Said certificate or statement 
shall term of the 
coverage, the amount of the premium and a 


policy, 
describe the amount and 
description of the coverage including any 
exceptions, limitations or restrictions. 

C. Said statement 
shall be delivered to the insured borrower 


pe licy, certificate or 


or purchaser at the time the indebtedness 
is incurred except as hereinafter provided 

D. If said policy, certificate or statement 
is not delivered to the insured borrower or 
time the 
incurred, a copy of the application for such 


purchaser at the indebtedness 1s 
policy or certificate shall set forth the amount 
of the premium, the amount and term of 
the coverage provided, and a brief descrip- 
tion thereof, which shall be delivered to the 
purchaser at the time of such application. 
Upon approval of such application and within 
thirty (30) days of the date upon which the 
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indebtedness is incurred, the insurance com- 
pany shall delivered to the 
insured borrower or purchaser the policy 
or certificate. Said application shall serve 
as a binder and the coverage provided shall 
become effective as of the date the indebted- 
ness is incurred. 


cause to be 


E. If the policy, certificate or statement 
is not delivered to the insured borrower or 
purchaser at the time the indebtedness is 
incurred, and if no application is taken, 
then the insured borrower or purchaser shall 
be furnished an instrument in writing set- 
ting forth a brief description of the cover- 
age provided. Said statement may be made 
a part of the contract of indebtedness. Said 
shall 


coverage provided shall become effective as 


statement serve as a binder ana the 


of the date the indebtedness is incurred. 


F. All policies, certificates, binders or state- 
ments of insurance, applications, endorse- 
ments, riders and other forms constituting 
a part of the contract or contracts of insur- 
ance with the insured borrower or purchaser 
shall be filed with or approved by the Com- 
missioner of Insurance of the state in which 
the policy is issued. 


6. ISSUANCE OF POLICIES: 


All policies shall be issued only through 
holders of licenses or authorizations issued 


by the Insurance Commissioner. 


7. PREMIUMS, CONTRIBUTIONS 
THERETO AND REFUNDS: 

(a) Each insurer issuing credit life insur- 
ance or credit accident and health insurance 
shall file with the 


schedules of premium rates for such insurance 


Insurance Commissioner 


(b) The borrower or purchaser may pay 
to the lender or vendor the premium or 
premiums payable to the insurer for any 
individual credit life insurance and any indi- 
vidual credit accident and health insurance. 

(c) The borrower or purchaser may pay 
to the lender or 
ance consistent 


vendor amounts for insur- 
with the premiums payable 
to the insurer by the lender or vendor for 
any credit life insurance 


group and any 


group credit accident and health insurance. 

(d) Each policy, certificate or statement 
of credit life insurance and of credit acci- 
dent and health insurance shall provide that 
in the event of termination of the insurance 
prior to the schduled maturity date of the 
indebtedness, any return premium or identifi- 
able charge due shall be paid or 
promptly to the entitled 
provided, however, that the Insurance Com- 


shall 


credited 
person thereto: 


missioner prescribe a minimum eco 
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return and no return 
which would be less than such minimum 
need be made. The formula to be used in 
computing such return shall be filed with 
the Insurance Commissioner. 


nomically feasible 


8. CLAIMS: 


All claims payable under any credit life 
or credit accident and health insurance con- 
tract shall be determined and paid by the 
insurer and shall be settled strictly in accord- 
ance with the terms of the insurance policy. 


9, EXISTING INSURANCE 
OF INSURER: 

When and 
health required as additional 
security for any indebtedness, the borrower 
or purchaser shall, upon request to the lender 
or vendor, have the option of furnishing the 


CHOICE 


credit life or credit accident 


insurance is 


required amount of insurance through exist- 
ing policies of insurance owned or controlled 
by him or of procuring and furnishing the 
required coverage through any insurer au- 
thorized to transact business within this state. 


10. COMPENSATION: 

Neither a lender nor a vendor, nor any 
affiliate, associate or subsidiary of either of 
them, nor any director, officer or employee 
of any. of them, by or through whom credit 
life or 
is written, may be paid or 
or indirectly, for 


credit accident and health insurance 
receive, directly 
such 
compensation in any form, including but not 
limited 


writing insurance, 
to commission, dividend, premium 
adjustment, policy writing fee or underwrit 
40¢ per 
annum per $100 of initial indebtedness in 
the case of credit life OU¢ 
$100 of initial indebtedness in the case of 
credit accident and 


ing gain, aggregating in excess of: 


insurance; per 
health insurance with a 
14-day non-retroactive elimination period on 
an indebtedness of one year’s duration, or 
amounts in the other 
Not- 
underwriting 
earned by an insurance company which 


consistent case of 
credit and health insurance. 
withstanding the 


gain, 


accident 
foregoing, 


is an affiliate, associate or subsidiary of a 
lender or vendor, derived from the issuance 
of insurance at premium rates not in excess 
of those 
classes of insurance in this state by other 


generally charged for the same 


insurers not affiliated or associated with or 


subsidiaries of anv lender or vendor, shall 


be disregarded in computing the amount of 


allowable compensation to the lenders or 


vendors 

1l. RESERVES: 

Reserves shall be maintained in respect to 
credit life with 


insurance in accordance 
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(here refer to sections of general insurance 
laws relating to reserves for life insurance). 
shall be maintained in respect to 
credit accident and health insurance in ac- 


Reserv es 


cordance with (here refer to statutory pro- 
visions designating method or formula to be 
used in reserve). 


computing such 


12, ENFORCEMENT PROCEDURE: 


Insurance shall have 
investigate into the 
affairs of every person engaged in the busi- 
credit 


The Commissioner of 
power to examine and 
ness of insurance in this State, and 
any lender, vendor, or any assignee, affiliate, 
associate or subsidiary of any of them or 
any director, officer or employee of any of 
them, in order to determine whether such 
person 1S engaging in any act or practice 
prohibited or required by any provision of 


this Act. 


13. HEARINGS, WITNESSES, AP- 
PEARANCE, PRODUCTION OF BOOKS 
AND SERVICE OF PROCESS: 


(a) Whenever the Commissioner of In- 
shall have that 
any person is engaging in this State in any 
act or practice prohibited by this Act and 
that a proceeding in respect thereto would 
be to the interest of the public, the Com 
mussioner of Insurance shall issue and serve 


surance reason to believe 


upon such person a statement of the charges 
in that and a 
thereon to be held at a time and place fixed 
in the notice, which shall than 
twenty days after the date of the service 
thereof. 


respect notice of a hearing 


not be less 


(b) At the time and place fixed for such 
such person shall oppor- 
tunity to be heard and to show cause why 
an order should not be made by the Com- 
missioner of 


hearing, have an 


Insurance requiring such per- 
and from the 
methods or practices so complained of 


son to desist acts, 


Upon 


Commissioner of 


cease 


good cause shown, the 
Insurance shall permit any person to inter- 
vene, appear and be heard at such hearing 


by counsel or in person, 


(c) The Commissioner of Insurance, upon 
administer oaths, examine 
witnesses, oral 


have 


such hearifig, may 


and cross-examine receive 


and documentary evidence, and shall 
the power to subpoena witnesses, compel 
their attendance, and require the production 
of books, papers, records, correspondence, 
or other documents 
vant to the inquiry 
Insurance, upon such hearing, may, and 
upon the request of any party shall, cause 
to be made a stenographic record of all 
the evidence and all the proceedings had at 


rele- 
The Commissioner of 


W hich he deems 
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such hearing. If no stenographic record is 
made and if a judicial review is sought, the 
Commissioner of Insurance shall prepare a 
statement of the evidence and proceeding 
In case of a refusal of 


any person to comply 


for use on review. 


with any subpoena 
issued hereunder or to testify with respect 
to any matter concerning which he may be 
lawfully interrogated, the 

court of county 
or the county where such party resides, on 
application of the Commissioner of Insur- 
an order requiring such 
person to comply with such subpoena and 


ance, Many issue 
to testify; and any failure to obey any such 
order of the court may be punished by the 
thereof. 


court as a contempt 


(d) Statements of charges, notices, orders, 
and other processes of the Commissioner of 
Insurance under this Act may be served by 
anyone duly authorized by the Commis- 
sioner of Insurance, either in the manner 
provided by law for service of 
civil actions, or by registering and mailing 
a copy thereof to the person affected by 
such statement, notice, order, or other process 
at his or its residence or principal office or 


process in 


place of business. The verified return by the 
serving statement, notice, 
order, or other setting forth the 
manner of such service, shall be proof of 
the same, and the return postcard receipt 
for such statement, notice, order or other 
process, registered and mailed as aforesaid, 
shall be proof of the service of the same. 


14. CEASE AND DESIST ORDERS 
AND MODIFICATIONS THEREOF: 


(a) If, after such hearing, the Commis- 
sioner of Insurance shall determine that the 
act or practice in question is prohibited by 
this Act, and that the person complained of 
has engaged in such act or practice in vio- 
lation of this Act, he shall reduce his find- 
ings to writing and shall issue and cause to 
be served upon the person charged with the 


person so such 


process, 


violation an order requiring such person to 
cease and desist from engaging in such act 
or practice. 

(b) Until the expiration of the time allowed 


under Section 15(a) of this Act for filing a 
petition for review (by appeal or writ or 


certiorari) if no such petition has been duly 


filed within such time or, if a petition for 
review has been filed within such time, then 
until the transcript of the record in the pro- 
ceeding has been filed in the 

court, as hereinafter provided, the Commis- 
sioner of Insurance may at any time, upon 
such notice and in such manner as he shall 
deem proper, modify or set aside in whole 
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or in part any order issued by him under 


this section. 


(c) After the expiration of the time allowed 


for filing such a petition for review if no 
duly filed 


the Commissioner of 


such petition has been within 


Insurance 
any and 
tunity for hearing, reopen and alter, modify 


such time, 


may at time, after notice oppor- 


or set aside, in whole or order 
him undet 


in his opinion 


in part, any 
issued by this section, whenever 


conditions of fact or of law 


have so changed as to require such action 


or if the public interest shall so require 


15. JUDICIAL REVIEW OF CE 
AND DESIST ORDERS: 


ASE 


(a) Any person required by an order of 
the Commissioner of Insurance under Sec- 
tion 14 to and 
im any act or practice 
Act may 


in the 


cease desist from engaging 
prohibited by this 
such order by 

court of 


days 


obtain a review of 
filing 

county, within 
from the date of the service of such order, 
that the order of 
Insurance be 


a written petition praying 
the Commissioner of set aside 
\ copy of such petition shall be forthwith 
served upon the Commissioner of Insurance, 
and thereupon the Commissioner of Insur- 
ance forthwith shall certify and file in such 
court a transcript of the entire record in the 
including all the evidence taken 
and order of the Commis- 
Upon such filing of 
the petition and transcript such court shall 


procee¢ ding, 
and the report 
sioner of Insurance. 
have jurisdiction of the proceedings and of 
the question determined therein, shall de- 
termine whether the filing of such petition 
shall operate as a stay of such order of the 
Insurance, and shall haye 
and enter upon the plead 
evidence, and proceedings set forth in 
affirm 
reversing the order of the Commis- 
part. 
Commissioner of Insur- 


Commissioner of 
power to make 
ings, 
such transcript a decree modifying, 
ing or 
sioner of Insurance, in whole or in 
The findings of the 
ance as to the facts, if supported by’ 


evidence, shall be conclusive. 


(b) To the 
Commissioner of 


that the order of the 
Insurance is affirmed, the 
shall thereupon 


extent 


court issue its own order 
commanding obedience to the terms of such 
Insurance. If 
party shall apply to the court for 


adduce additional 


order of the Commissioner of 
either 

and 
court 


evidence, 
to the satisfaction of the 
additional 


leave to 
shall 
that 


show 


such evidence is material 


and that there were reasonable grounds for 


1 Insert appropriate language to accommodate 
to local procedure the effect given Commis- 
sioner’s determination. 
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the failure to adduce such evidence in the 
proceeding before the Commissioner of In- 
surance, the court may order such additional 
evidence to be before the Commis- 


sioner of Insurance and to be adduced upon 


taken 


the hearing in such manner and upon such 


terms and conditions as to the court 
The Commissioner of 


findings of 


may 


seem proper. Insur- 


ance modify his 


make 


tional 


may fact, or 
addi- 
shall file 


which if 


new findings by reason of the 
evidence so taken, and he 
modified or findings 


such new 


supported by * evidence 
shall be conclusive, and his recommendation, 
setting aside 
with the return of 
such additional evidence. 


(c) A and 
the Commissioner of 
tion 14 shall become final: 


if any, for the modification or 


of his original order, 


issued by 
Sec- 


cease desist order 


Insurance under 


(1) Upon the expiration of the time allowed 
review if no such 
hled 


Commissioner of In- 


for filing a petition for 
petition been duly 
that the 
surance may thereafter modify or set aside 


has within such 


time; except 
his order to the extent provided in Section 


14(b); or 


(2) Upon the final decision of the court 
if the court that the order of the 
Commissioner of Insurance be 


directs 
affirmed or 
the petition for review dismissed. 

(d) No 


Insurance 


order of the Commissioner of 
under this Act or 
court to enforce the same shall in any way 


order of a 


person affected by 
any liability under 
State 


relieve or absolve any 
from 


this 


such order any 


other laws of 


16. IMMUNITY 
TION: 


FROM PROSECU- 


excused 


shall 


from attending and testifying or from pro- 


If any person ask to be 


ducing any books, records, corre- 


spondence or other documents at any hearing 
on the ground that the testimony or 
dence required of him may tend to incrimi- 


papers, 
evi- 


nate him or subject him to a penalty or 
shall notwithstanding be 


directed to give such testimony or produce 


forfeiture, and 
such evidence, he must none the less com- 
ply with such direction, but he shall not 
thereafter be prosecuted or subjected to any 
penalty or forfeiture for or on account of 
any transaction, matter or thing concerning 
which he may testify or produce evidence 
pursuant thereto, and no testimony so given 


or evidence produced shall be received against 
* The rules of evidence vary in different juris- 

dictions. Appropriate language is to be inserted 

depending upon State rule of evidence. 
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him upon any criminal action, investigation 


or proceeding, provided, however, that no 
such individual so testifying shall be exempt 
from prosecution or punishment for any 
perjury committed by him while so testify- 
ing and the testimony or evidence so given 
or produced shall be admissible against him 
upon criminal investigation or 


any action, 


proceeding such 


shall he be exempt from the refusal, revoca 


concerning perjury, nor 
tion or suspension of any license, permission 
or authority conferred, pursuant to the In 
Laws of this State. Any such indi- 
may and file 
the Commissioner of 


surance 


vidual execute, acknowledge 


in the office of Insur- 


ance a statement expressly waiving such 


immunity or privilege in respect to any 
transaction, matter or thing specified in such 
statement and thereupon the testimony of 
such evidence in relation to 


thing 


such person or 


such transaction, matter or may be 


received or produced before any judge or 
justice, court, tribunal, grand jury or other- 
so received or produced such 
entitled to 


munity or privilege on account of any testi 


and if 
shall not be 


wise, 


individual any im- 


mony he may so give or evidence so produced 
17. PENALTY 
Any 


sist order of the 


person who violates a cease and de 


Commissioner of Insurance 


Section 14 after it has become final, 


and while such order is in effect, shall, upon 


under 


proof thereof to the satisfaction of the court, 
forfeit and pay to the State of 

$250.00 which may be 
except that, if 
willful, the 
amount of such penalty shall be a sum not 
$1,000.00. If the Commissioner 
that the violation 
com- 


a sum not to exceed 


recovered in a civil action, 


such violation is found to be 


to exceed 
of Insurance determines 
of the order 
mitted willfully and knowingly he miay, in 


his discretion, revoke or suspend the license 


cease and desist was 


or certificate of authority of the 
willful 


person 


and knowing viola- 


Suspension or 


guilty of such 
tion. Such order for 
tion shall be subject to judicial review as 


provided in Section 15 of this Act. 
18. SEPARABILITY PROVISION: 


If any provision of this Act, or the appli- 


revoca- 


cation of such provision to any person or 
circumstances, shall be held invalid, the re- 
mainder of the Act, and the application of 
circumstances 
is held in- 


such 
other which it 
valid, shall not be affected thereby. 
19. GENERAL REPEAL: 
All laws, or thereof, 
special, civil or conflict herewith 


yovision to person or 
t 


than those as to 


parts general or 
criminal 1 


are hereby repe 


Surplus Line Insurance 


By HERBERT A. KUVIN 


The author is professor of law and direc- 
tor of msurance law training programs 
and conferences, University of Miami 
School of Law, Coral Gables, Florida 


- HE conventional manner of proceeding 
with a subject, especially a comparatively 
unfamiliar one, will be pursued by starting 
with either definitions or assumptions rela- 


tive thereto.’ 

license will be indulged in in an 
introductory explanation of the approach to, 
and execution of, the format of this topic. 
Since law journals have limitations as to space 
and, also, since the entire subject can be made 
detailed so as to provide enough materials to 


' Author's 
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“Surplus line insurance” is a term of art— 
developed, used and understood by the in- 
surance industry. Search in the usual sources 
of definitions will not yield any comprehen 
Such 


Phrases or 


sive or single definition of the term. 

reference works as Words and 

law dictionaries are silent on the subject. 
This subject pertains to, and concerns the 


placement of, insurance contracts with in- 


“unauthorized” or “non- 
admitted” to transact business in a particular 


with the 


surance companies 


state or jurisdiction.” It deals 


comprise a book, the text of this article will 
contain many conclusions. The footnotes, anno- 
tations and references will provide sources for 
further exploration of the subject 

2 See the various statutes hereinafter referred 
to for definitions of these terms 
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rights of the parties to such contracts and 
the right of a particular state relative to the 
regulation and administration of such insur- 
ance business transactions. 


One court, in construing a statute, gave 
the following definition of an “unauthorized” 


company: 


“In Statute authorizing license of agents 
to procure fire ‘unauthorized 
the quoted phrase means com- 


insurance in 
companies’, 
panies which but for such statute would be 
unable to issue policies within the state, and 
hence such companies are exempt from 
other statutory regulations, as respects poli- 
Laws 


Stats. 


cies issued by such licensed agents. 
1905, p. 124, secs. 6, 7; Smith-Hurd 


2993 


Cs. Fade 
The 


definitions: 


following are examples of statutory 


One state statute provides 


“A supervisory general agent may place 
fire 
in this state with insurers not admitted to 


insurance on or pertaining to risks 


in business in this state, under the 
forth, pro- 


engage 
circumstances hereinafter set 
vided ae 

Another state statute provides: 


“Surplus Lines agent license each year... 
$25.00” ° 


“ae 


Unauthorized’ insurer means an insurer 
authorized to 
this state.” ‘ 


not so transact insurance in 


Still another statute refers to the subject 
as follows: 


“Sec. 122, EXCESS LINE BROKERS: 
LICENSING. 1. The Superintendent may 
issue an excess line broker’s license to any 


pers mn 


As will be noted later, considerable is be- 
ing written, studied concerning 
surplus line insurance by the insur- 
ance industry. 


done 
entire 


and 


It is quite apparent that the subject en- 
compasses insurance companies not author- 
’ Equitable Mutual Fire Insurance Company 
v. McCrae, 156 Ill. App. 467, 43 Words and 
Phrases 30 

*Ch. 645 of the Florida Statutes does not 
contain any specific definition of a ‘‘nonad- 
mitted’’ company. Sec. 645.02 does refer to it, 
as does Sec. 645.03, but the chapter is entitled 
*‘Nonadmitted Carriers.”’ 

5 New Michigan Insurance 
January 1, 1957), Sec. 240(1)(h)(i). 

® Sec. 108(2), subsec. (1), Michigan Insurance 
Code, defines an authorized insurer as one that 
has duly qualified and received the Insurance 
Commissioner's certificate of authority to trans- 
act business in that state 
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Code (effective 


ized, admitted or licensed to transact any 
insurance business in a particular state. It 
involves the right of any state to regulate 
such a nonsubmissive corporation, and also 
involves the service of process and all other 
questions pertaining to foreign or alien cor- 
the particular state and its 


porations and 


citizens.® 


As to a foreign or alien insurance com- 
pany “doing business” in a state, jurisdiction 
of the state and its courts properly may be 
exerted upon the company. This is made 
the subject of a very exhaustive and com- 
prehensive annotation’ and, therefore, it is 


not necessary to discuss it herein 


A Uniform Unauthorized Insurers Act 
was drafted by the National Conference of 
Commissioners on Uniform State Laws and 
approved by the American Bar Association 
at its Chicago meeting on January 10, 1939. 
The act adopted in only five 
" This law concerns the placement 
of insurance with insurers not authorized to 


has been 


states. 


transact such business in a state, but Section 
4 thereof provides: 


“Excepted Contracts and Activities: The 
provisions of the foregoing sections do not 
apply to contracts of reinsurance or to con- 
tracts of insurance made through au- 
thorized surplus line brokers (Italics 
supplied. ) 


The section then provides for service of 
process to bring such an insurer effectively 
within the jurisdiction of a state’s courts in 
actions brought on policies issued by the in- 
Having called this statute to atten- 
further in this 


surer. 
tion, I 
article. 


shall not treat it 


recommended by the Na 
Commis 


Another law, 


tional Association of Insurance 
sioners, has been adopted by many states, 
either in toto or in substance. Known as 
the Uniform Unauthorized Insurer’s Service 


Act, it 


residents of a 


enacted to enable 


substituted 


of Process was 


state to obtain 


service upon an unauthorized insurer in the 


7 Sec. 122, New York Insurance Code. 

’ For the law of regulation of insurance com- 
panies and for additional references on the 
subject, see 44 Corpus Juris Secundum, Secs. 
55-90, pp. 518-606 

°44 A. L. R. (2d) 416 and following 
Insurance Company as subject of 
process in action on policy.’’ 

1” States which adopted this 
are Arkansas (1939), Louisiana 
Carolina (1945), South Carolina 
South Dakota (1939). 


‘Foreign 
service of 


uniform statute 


(1948), North 
(1943) and 
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This 


stitutional.” 


state.’ statute has been held con- 


It is recommended that background ma- 
terials (such as the history and development 
ot state regulation of insurance companies 
respective state, 
alien; * the 


functions of the 


doing business in each 


domestic, foreign or 
history, development and 


National 


sioners;: 


whether 
Association of Insurance Commis- 
4 e ‘" . 

“ the function of reinsurance and its 
importance to the 


economy of the entire 


country as well as to any specific assured or 


insurer; ’ and the comparison in the growth 
ot, and the factors which affect, the methods 
of doing insurance in 
pared with 
foreign country)” be read in order to obtain 


our country as com- 


doing insurance business in a 
an understanding of some of the reasons for 
line,” “exported,” 


“nonadmitted” insurance 


“excess line,” “surplus 
“unauthorized” or 
business (by whatever name it is referred to) 


being legislated upon. 


For a further understanding of the sub- 
ject, some current facts (taken from a com- 
petent and reliable source) would be helpful 
legislatures were at 


to ascertain what the 


tempting to accomplish with this type of law: 


“The Line 


Laws was to permit the exportation of busi- 


sole purpose of the Surplus 
ness for which there is no domestic market. 
The growing tendency, however, has been 
for agents and brokers to add some gimmick 
to an individual would 
make it unwriteable for the domestic market 


placement which 


solely for the purpose of getting it exported 
This pro- 


ata competitive price and rate. 
ceeding has been aided by failure to modern- 


ize the rules of procedure under which 


Surplus Line Laws are applied.” ™ 


[his source goes on to indicate that Cali- 


fornia is reputed to “export” the largest 


amount of surplus line business of any state 
in the Union—approximately $25 to $30 

11 A sample statute is that of the State of 
Florida: Florida Statutes Annotated, Sec. 625.28 
and following 

12 Parmalee v. Iowa State 
Association, 206 F. (2d) 518 (CA-5, 1953) 44 
A. L. R. (2d) 410; cert. den., 346 U. S. 877, 98 
L. Ed. 384, 74 S. Ct. 125: but see companion 
case of Parmalee v. Commercial Travelers Mu- 
tual Accident Association of America, 206 F 
(2d) 523 (CA-5, 1953), wherein the court denied 
the effectiveness of this same statute, under 
the circumstances, as being different in both 
cases 

8 James B. Donovan, 
Insurance,”’ 1953 Insurance 

4% Wade O. Martin, Jr., 
Insurance Department Functions,”’ 
ance Law Journal 583 

%C, Henry Austin, ‘‘Reinsurance,’’ 34 Chicago 
Bar Record 123; 1952 Insurance Law Journal 


Traveling Mens’ 


‘State Regulation of 
Law Journal 6: 
‘The NAIC and State 

1952 Insur- 
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million in premiums per annum. It is re- 
ported that in order to make certain insur- 
ance exportable (that is, not obtainable in 
admitted in- 
state, so that it is necessary 


California from authorized or 
that 
to obtain such coverage 
or nonadmitted 
mick” used 
property in 


surers of 
from nonauthorized 
such 
relation to harbor 

All of the harbor 
Fran- 
years, the in- 


insurers), “gim- 


with 
Angeles. 
Los Angeles and San 
state owned For 
surance on the Los Angeles harbor and port 


one 
was 
Los 
properties in 
cisco are 
buildings was written by authorized com- 
insurance 


had 


happened to San Francisco harbor property 


panies at regular rates One 


surplus line broker, remembering what 
insurance, which was also tied in with strike 


insurance with the extended coverage, con- 
ceived the idea of separating the fire cover- 
(the latter 


and 


extended coverage 
insurance ) 


ige from the 


ontaining cancellable strike 


strike insurance on a noncancella- 
keep it tied in with 
When this applica- 


submitted to the 


placing the 
ble basis but continuing to 
the extended coverage 

insurance 


tion for was 


+ 


companies, or to the 
either would not 


“admitted” domestic 
market, the 


write the 


companies 


strike insurance on a noncancella- 
would only quote rates 
Asa result, the 


overage with 


ble annual basis or 


that were deemed too high 
broker was able to place the « 
It dev eloped 


“‘admitted” 


a surplus line broker or agent 
that the term premium quoted by 
sources was $61,000; the coverage was placed 
in London for $29,000. 


It is evident that many situations may and 


do arise where, for very legitimate reasons, 
the insurance companies authorized to trans- 
act insurance in a particular state are not in 
a position to issue coverage on a particular 


risk. 


insured 


It is then necessary for a prospective 


to go outside the domestic market 


in order to obtain such coverage at reason- 


able rates.” 

Kuvin Lloyds of London and 
Reason of Its Business in 
Law Journal 


807: Herbert A 
Problems Arising by 
This Country 1954 Insurance 
406 

Henry H. Reed A Comparison Between 
American and Foreign Insurance Markets,’’ 
American Bar Association Section of Insurance 
Law Proceedings (Cleveland, 1938), p. 125 

Roger Kenney (insurance editor), ‘‘Surplus 
Line Problem to Get Full Airing Before Com- 
missioners at Los Angeles,’’ United States In- 
vestor, May 28, 1955, p. 17 and following. 

18 Herbert A. Kuvin, ‘‘The Implication of Gov- 
ernmental Insurance of Catastrophe Risks,’’ 61 
Dickinson Law Review 45; situations where 
private industry has not provided coverage for 
certain risks and the United States government 
is stepping into the field, offered as an example 
of lack of availability of proper insurance 
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Agitation, caused by the growing tendency 
to place more and more insurance with non- 
admitted companies, has set the states work- 
ing on the problem.” 

The 48 states and the territories of the 
United States run the gamut of statutory 
provisions applicable to the situation, with 
the result that some states have no laws and 
others have comprehensive legislation. 

The State of Florida and its statute will 
be used as an example of a state having 
what appears to be a complete law. 
The the the other 
states and territories will be in accordance 
with this example: 


Florida ” 

(a) License Fees—Section 645.02 
visory general agents may be licensed; Sec- 
tion 645.03—resident agents for admitted 
companies may be licensed; Section 645.04— 
application for such license must be made to 
the Insurance Commissioner; Section 645.10 


how 


format of treatment of 


Super- 


—license tax shall be $25 per annum. 
] t hall be $25 1 1 


(b) Bond. 645.11—The 
a bond is a condition precedent to the issu- 
nonadmitted broker; 
the bond must be in the sum of $5,000, by a 
conditioned that said broker 
shall faithfully comply with all the provi- 
sions of the law and the regulations of the 
Commissioner promulgated in 


Section filing of 


ance of a license as 


surety company, 


accordance 
therewith. 

(c) Tares.— Section 645.09 — Premiums 
charged are subject to a 2 per cent premium 
tax on all gross premiums. The tax is col- 
lected from the insured by the broker at 
time of delivery of policy and must be col- 
lected in one The 
the tax or any part 
required to report annually and pay 


sum. broker cannot 


absorb thereof and is 
said 
tax to Commissioner on or before March 1 
annually. The tax is the total 


premiums returned 


based on 
unearned, 
Section 645 
(d) Warning Endorsement on Policy 
645.07—Requires each 


gross less 
\gents records 
Sec- 


have 


premiums, etc. ; 


tion 


policy to 


” Roger Kenney, United States Investor, 1955 
issues: May 7, p. 25: May 21, p. 19; May 28, 
p. 17; July 23, p. 19: Nov. 26, p. 23. 

At the June, 1955 meeting of the NAIC a 
subcommittee was created to study the advis- 
ability of recommending a uniform surplus line 
law; pursuant to this, an insurance industry 
committee was appointed to act as a sub-sub- 
committee (of the official subcommittee) to con- 
duct the necessary research, etc. Meetings 
have been held with insurance company repre- 
sentatives and with representatives of the Sur- 
plus Line Brokers Association, Insurance Agents 
Association, Insurance Commissioners and all 
of the large insurance company national asso- 
ciations. As of this writing, such research is 
still in progress. 
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endorsed on the outside thereof the name of 
the licensed agent or broker, the name of the 
local agent through whom policy was ob 
tained and, also, the following legend: “All 
Insurers Participating in This Insurance 
Are Approved Under the Florida Nonad 
mitted Carriers Act, Chapter 645, Florida 
Statutes.” 

(e) Test for Export 645.05— 
When insurance may be placed with non- 
admitted carriers; broker must be 
to place; cannot obtain coverage from ad 
mitted companies 
volunteer to insure same; rates and policy 
must with 
approved by Commissioner and 
not different 
by admitted insurers; copy of policy must 
be filed with Commissioner within 60 days 
of procurement of (detailed 
ditions and circumstances as well as require- 
ments set out). 


—Section 
licensed 


insurers nor have any 


forms be in conformity those 


Insurance 


from those charged and used 


same; con- 


645.13 
the policy, the un 
such 


(f) Service of Process Section 
Upon the 


authorized 


issuance of 


insurer, by issuance and 


delivery, constitutes such licensed procuring 


the agent of the nonadmitted 


pany upon whom service of process within 


broker com- 
the state may be made; such service is serv- 
ice on the company. 

As of May 9, 1956, the legislative situation 
the the 
United States was as follows: 


in each of states and territories of 


Alabama—no law.” 
Alaska—no law. 


Arizona ™ 
(a) $25 as broker 
(b) $2,500 
(e) Affidavit required and Commissioner 
may approve policy, etc. 
Arkansas “—no law. 


California * 
(a) $50 as broker 
(b) $5,000 
(c) 3 per cent 


*° Florida Statutes, Ch. Florida Non- 
admitted Carriers Act. 

21 ‘‘No law’’ indicates that there is absolutely 
no legislative prohibition against any agent, 
broker, prospective insured, or any other per- 
son, firm or corporation, from dealing with, 
placing insurance on, or procuring insurance 
for risks or coverage on any property located 
within the state with any ‘‘unauthorized’’ in- 
surer or, as indicated above, ‘‘exporting’’ the 
insurance risk. However, the regular insurance 
premium tax statute does provide for the in- 
sured paying this tax on such insurance. 

*2 Art. 7, Arizona Insurance Code. 

23 Does have the Uniform Unauthorized In- 
surer’s Act. 

*4 Secs. 1760-1779, 


645, 


Insurance Code. 
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e) Has atest for exportability 
(f{) Not | 


laws apply 


specifically in the act 


Colorado 
(a) $250 as broker 
(b) $1,500 
(c) 2 per cent 
(d) yes 
(e) both diligent effort and affidavit 


(rt) yes 


Connecticut * 
a) $250 as broket 
(b) $5,000 
(C) 4 per cent 
e) athdavit 


f) power of attorney to Commissioner 


Delaware—no law. 


District of Columbia 
r cent 
diligent effort 


I) power ot attorney to 


Commissionet 


Florida See detailed example above. 


Georgia no law. 


Hawaii * 


(a) Only a licensed 
a broker 
(b) $5,000 
+ per cent 
ves 
diligent effort 


unauthorized insurer provision 


$25 as broket 

$1,000 

normal premium tax 

ves 

diligent effort 

unauthorized insurer provision 


Illinois 
a) $5,000 
(c) 2 per cent 


(d) ves 


(e) Diligent effort required as evidenced 


by declination of three domestic 


companies; Commissioner must ap 


72-14-1 through 72-14-17 
vised Statutes 

® Secs. 2115(c)-2123(c): by special provision 
neither workmen's compensation nor assigned 
risk liability insurance can be exported as sur 
plus line insurance 

735 USCA 1344 

** But see Georgia Annotated Code 56 SA. 

’ Secs. 8463.0-8463.17 

Ch, 11 


. =9 
Ch, (5 


Secs Colorado Re- 


Illinois Revised Statutes. 


Miami Insurance Law Conference 


to write risk 


(1) power ot attor 


Indiana 
(a) $75 as broker 
(b) $5,000 
(c) 24 per cent 


(e) diligent effort and at 
Iowa—no law. 


Kansas 
(a) $10 as broker 
(c) 2 per cel 
(d) ves 
(e) diliger 


1 


(t) unautl 
Kentucky ™ 
(a) $25 as broker 
(b) $2,000 
(Cc) 4 per cent 
(d) yes 
(e) A fhidavit and broker red 1 make 
certain of insurer’ 


({) power of attorney Commissioner 


Louisiana 
(a) $25: 
(b) $1,500 
usual premium tax 


ves 


unauthorized insurers provision 


Maine 
(a) $1,000 
(c) 2 per cent 


(e) Commissionet 


Maryland “ 
(a) $1 plus 5 per 


I 


mium 


) 


Commissionet 


fore issue « 


Massachusetts 
(a) $25 as broke 
(b) $2,000 
(c) 4 per cent 
(e) Must solicit all admitted companies 


Michigan 


(a) $25 (anyone desires specific 


cense, regardless as to 


ing status as agent, etc 


2Sec. 216 

33 Secs. 40-246 through 40-246d 

* Secs. 304.586-304.598 

% Tit. 22, Secs. 1257-1270, in addition to Uni- 
form Unauthorized Insurer's Act 

® Ch. 60, Sec. 294, Maine Revised Statutes 

7 Art. 48a, Secs. 121-123 

SCh. 175, Sec. 168 
Laws 

” New Michigan Insurance 
1858, effective January 1, 1957 


Massachusetts General 


Code Secs 1842- 
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(b) $2,000 
(c) usual tax 


(e) Both the prospective assured and the 

surplus line agent or must 
affidavit insurance 
available from admitted in- 
and the agent must make 
certain that such insurance is placed 


broker 
file an that the 
is not 


surers 


with a company which has not less 
than $100,000 admitted assets and is 
not insolvent 


(f) power of attorney to Commissioner 


Minnesota “ 


Permits any person, firm or corporation 

to obtain insurance upon property lo- 
cated within the state from an insurance 
company not authorized to do business 
in that state; to make application for a 
license to the Commissioner, who may 
grant such license for a period of one 
year upon the applicant giving surety, 
satisfactory to said Commissioner, con- 
ditioned to pay him, for state use, a tax 
of 2 per cent on the gross premiums on 
such and all 
procured shall be deemed 
valid and that the 


shall be deemed in accordance with and 


insurance so 
lawful and 
prov isions 


insurance; 
policy 


shall be construed as if they were stand- 
ard policies prescribed by the laws of 


the state. 


Obviously this law was purely a revenue 
statute. It was intended to obtain from 
the nonadmitted insurer the premium 
tax levied, assessed against and paid by 

The 

law was a device to garner such taxes 

that otherwise be uncollectable 


by reason of the insurance 
1 


authorized insurance companies. 
would 
being ex- 
ported from the state.” An examination 
of the annotations to the statutory ref- 
erences indicates that only one case has 


dealt with this law 


a construction of 


” Sec. 71.24. 

The history of this legislation indicates that 
it was part of the revenue statutes (as evi- 
denced by the classification thereof) at the 
time of its enactment. Laws 1905, Ch. 175, Sec 
82 Since its enactment, there has been no 
legislative attempt to amend it in any respect 
or to cause it to be supplemented with provi- 
sions which will protect the policyholders or 
insurance-buying residents of the state. 

“2 Bothwell v. Buckbee Mears Company, 166 
Minn. 285, 207 N. W. 724, aff'd, 169 Minn, 516, 
211 N. W. 478 (1926); cert. den. 48 S. Ct. 124, 
275 U. S. 274, 72 L. Ed. 277. This case did not 
deal with the regulatory aspects of the statute 
but involved the right of receivers of unau- 
thorized foreign insurer making use of state 
court to enforce collection of premium assess- 
ment against an insured, a resident of the state. 
Courts held receivers had no such right, under 
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and that the state general’s 


office has had only four occasions to 


attorney 


There- 
fore it is fair to assume that surplus 


render opinions on the statute.® 


line insurance is being negotiated and 


obtained on a free and _ unrestricted 


basis in Minnesota. 
Mississippi “ 
(a) $20 (only 
may qualify) 
(b) $2,000 
(c) 4 per cent 
(e) afhdavit 


licensed insurance agents 


Missouri “ 
(a) Duly licensed insurance agents may 
procure, anyone 

cense fee of $10. 

(b) $1,000 or 
missioner 


else must pay li- 


amount as the Com- 


may 


such 
deem reasonable. 
(c) 5 per cent and 2 per cent 

(e) affidavit 

(f{) unauthorized insurers provision 


Montana “ 


(a) $25 (only licensed insurance agents 
allowed to procure) 

(b) $2,000 

(c) normal tax 

(d) yes 

(e) affidavit 

(f{) power of attorney to Commissioner 


Nebraska “ 
(b) $500 to $3,000 
(e) affidavit 


Nevada “ 
(a) $10 as broker 
(b) $2,500 
(c) normal tax 
(d) yes 
(e) affidavit 
(f) unauthorized insurers provision 


New Hampshire “ 

(a) $2 (only licensed agents permitted to 

procure) 

this law under that portion which provided 
“and the insurers may enter the state to per- 
form any act necessary or proper in the conduct 
of the business s 20 Minnesota Law Re- 
view 675 deals with the enforceability of this 
law. 

Opinions of the State Attorney General: No. 
254 C, February 11, 1932; No. 272, p. 339, 1936; 
No. 249 B-3, February 7, 1949, which held that 
auto liability and property insurance was not 
within the authority of the law’s permission; 
No. 249 B 3, January 27, 1949 

’ Sec. 5705, Mississippi Code of 1942. 

Sees. 375.170 and 375.180. 
5 Tit. 40, Ch. 25. 
' Secs. 44-139 through 44-147 
Sec. 33, Nevada Insurance Code. 
Sec. 405:24-31, New Hampshire 
Statutes Annotated. 


Revised 
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(c) 2 per cent 
(e) Insurer must be 


in a state that has an 


Insurance Commissioner. 


New Jersey “ 
(a) $100 as broker 
(b) $5,000 
(c) 3 per cent 
(e) Affidavit is 

three 


showing that 


required 

licensed companies have de 
t 

clined coverage. 


7) 


New Mexico” 
(a) $10 as broker 
(b) $10,000 
(c} normal tax 
(e) Majority of 

provide coverage 

New York” 

a) $25 to $200 as broke1 

b) $2,000 


license 


c) 3 per cent 
Diligent effort and aff 
Must that 
companies declined the 


lavit required 


prove three admitted 


overage 


Carolina * 
$20 as broker 
$1,000 

5 per cent 
ves 

Must file 


before 


Dakota °® 


$10 (only licensed agents may qualify) 
$2,000 
normal tax 


proot with Commiussionet 


binding the coverage 


yes 
afhidavit 
power of attorney to ( 


Ohio ™ 
(a) $10 as broker 
$2,000 
5 per cent 


affidavit 


Oklahoma—no law 
Oregon ” 


(a) $25 (only licensed agents may qualify) 


(b) $2,000 

(c) normal tax 
(d) ves 

(e) affidavit 


228, New Jersey Laws of 1934 
59-5-13 through 58-5-47 
122 of New York Insurance Law 
82 Secs. 58.53.1 through 58.53.3. However, this 
state has adopted the Uniform Unauthorized 
Insurer's Act, 
3 Ch. 191. Session Laws of 1953. 
4 Sees. 3905.30-3905.35 
% Sees, 750.010-750.270, 


utes 


” Ch 
” Secs 
‘Sec 


Oregon Revised Stat- 


Miami Insurance Law Conference 


(f{) The agent authorized to procure insur- 


ance must procure designation as 


law designates him 
upon 


an agent, or the 
as the agent of the company 


whom process may be served 


Pennsylvania ° 


(a) Broker may pl 


place, but no special li- 
cense fee 1S provided IO! 

(b) $1,000 

c) 3 per cent 

(d) ves 

(e) affidavit 


Puerto Rico”™ 
a) Only a 


general agel 


duly 


may act as a broker 
(b) $25,000 


license d 


(e) After application or notice of intent 
to export is filed with the Superin- 
tendent of Insurance, he is authorized 
to make a “minute investigation” 


before he renders his decision. 


Rhode Island” 


(1) power ot att \ ommiussione! 


South Carolina 
$25 as bri 
$5,000 
4 per cent 
ves 
Written approval of the 


er is required prior to 


Deak 
KEI 


Commission- 
placement ot 


the insurance. 


South Dakota “* 


(f) unauthorized insurer 


Tennessee 


provides for a tax of 4 per cent on 


workmen’s compensation, a tax of 


cent on fire insurance, and 
> 


per cent on all other ex- 


] 


ported insurance 


(e) diligent effort required 
Texas 


(e) diligent effort required 


Utah 
(a) $25 as broker 
(b) $2,000 


(c) 3 per cent 
TI 


(e) 1e majority of admitted companies 


must refuse coverage 


* Secs. 254 and 255 
‘Law 507 
8 Ch. 3174, Session Laws of 1953 
*# Secs. 37-201 through 37-210 
Ch. 31.14a 
®t Secs. 56-1001 through 56-1005 
82 Sec. 21.38, Texas Insurance Code. However 
Texas is undertaking a comprehensive revision 
of its insurance laws 
> Sec. 31-15, Utah Code Annotated 
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Vermont 
(a) $10 (anyone can qualify as a broker) 
(c) 3 per cent 

Virginia ” 

(e) All licensed agents, brokers or insur- 
ance representatives are prohibited 
from negotiating or procuring, but 

anyone may procure such “export” 


insurance on his own property. 
Virgin Islands—no law. 


Washington “ 
(a) $100 as broker 
(b) $1,500 
(c) normal tax 
(d) ves 

effort 


(f{) unauthorized insurers provision 


(e) diligent 


West Virginia—no law 
Wisconsin “ 

(a) $15 to $50 as broke1 

(b) $1,000 

(c) normal tax 

(e) diligent effort 
Wyoming—no law 
In order to properly evaluate the situation 
taken into 
state is criticized or be 


properly, many factors must be 


account before any 
between 


tore made 


that 


comparisons are states 


have or do not have statutory provisions 


influ- 
nonexistence of 


Among the factors which have an 


ence upon the existence or 
laws in the various states are such as eco- 
nomics, the availability of insurance in the 


domestic market, politics, other statutory 
inadequacies, pressure groups and the pres 
ence of other pressing problems given priot 


ity of attention 

\s to the matter of politics, the insurance 
official of the state may make a recommen 
dation to the legislature urging the enact 
ment of such a law, but the legislative bodies 
may be of a different political party or may 
such a law nor deem it neces- 
circumstances, no law 
Since 


neither want 
Under 


enacted. 


sary. such 


will be certain pressure 


groups (such as associations of agents, brokers, 


manutacturers or businessmen) can obtain 


such insurance at greatly reduced premiums 


and with more favorable coverages, they 


do not want their sources narrowed. These 


groups may exert great political pressures 
upon the legislature and even upon the ad- 


ministrative bodies of a state. 
** Sec. 9171, Laws of 1949 
* Sec, 38.1-281, Virginia Insurance Code. 
66 Sec, 48.15.020, Washington Revised Code 
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Another factor is the lack of availability 
ot coverage. This is due to licensed insur- 
ance companies being prevented from writ 
ing that type of insurance because the existing 
such writing 


state laws prohibit or restrict 


either as to coverage or to rates chargeable 
Also, foreign and alien companies may not 
apply for authorization to transact business 
in that 


discriminatory laws applicable to such non- 


state because of the unfavorable or 


domestic corporations. Such companies may 
therefore prefer to take their chances on 


writing “export” or surplus line insurance 


tor that state. 


Many 


are becoming more and more stringent rela- 


states have regulatory laws which 


tive to incorporation requirements of insur- 
ance entities. These laws limit the number 
: wish to combine into 


of persons who may 


and form an insurance corporation in a state. 
Also, they 
business or coverage-the newly formed cor- 
to under 
as to capital 


have their effect on the class of 


poration may wish authorization 


take, due to the requirements 
and surplus and the maintenance thereof. 
These laws may also deter existing corpora 
offering the class of coverage 


tions from 


needed. However, since the regulatory laws 
are for the safety, welfare and protection of 
the citizens of a state,” and since the legis- 
lature has the onus of determining the public 
policy of the state, it is for the judgment of 
bodies as to how 


should be, 


stitutional limitations, of course. 


lenient or 


I 
the legislative 


stringent such laws within con- 


Then, there are the economic factors and 


forces operating within a certain jurisdic 


tion, A state that was primarily agricultural 
in its basic economy may, by reason of cer- 
tain changing factors, find that it is develop- 
ing tremendous manufacturing, industrial or 
business forces within itself. This change of 
complexion of the economic forces calls for 
a change in the insurance requirements. The 
companies authorized to transact business in 
the state may not be prepared to undertake 
the coverage requirements of the changing 
economy. Hence, as an inducement for new 


businesses establishing themselves in a 
state’s economy, it may be prudent for a 
state to refrain from enforcing stringent sur- 
plus line laws in order to permit the incom- 
find the 


obtain them on favorable terms and rates. 


Also, an 
particular jurisdiction may disclose (1) that, 


ing businesses to coverages and 


examination of the laws of a 


% Sec. 201.63. 
*® See footnotes 8 and 9, 
therein referred to 


and the authorities 
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for the time being and under the present 


circumstances, there may be sufficient state 


laws to afford at least some protection to 


(2) that the 
surplus line insurance affects only a 


tively 


the citizens of the state, and 


rela- 


small number of the citizenry, although 


it may affect a large economic segment. 


However, such firms, persons o1 
though 


rule, 


corpora- 
large in 
competent 


small in number, 


tions, 


economic value, have, as a 


insurance advisot 


hi 


buyers, and personnel t 


evaluate the companies, t terms of insur 
ance and the rates cl and through 


surplus line insurance sources 


ice it appears, generally speaking, tl 


matter of “surplus line insurance” is an 


and administrative problem, 


some effort and attention should be exerted 


economic, legal 
by each jurisdiction to evaluate the situation 
within its own territory and to take measures 
with a view to preventing injury, harm or 


detriment to its citizens and its economy. 
It is better to be prepared and have nothing 
happen, than to do nothing and have some- 
thing happen. Some degree of surplus line 
will 


What degree of regulation, by 


insurance obviously be necessary in 


every State. 
} 


statutory or authorized regulatory fiat, shall 


be used in any particular state depends on 
the public policy and the requirements Ol! 


nomy and welfare. 


[The End] 


the state’s changing 


ARBITRATION ARRANGEMENT ANNOUNCED 


\n arrangement for arbitration of dis 


between insurance companies and 


putes 
I 


insureds covered under the family 


new 
pt 


otection coverage endorsement (apply 


ing to automobile accidents involving 
uninsured motorists) by tribunals of the 


Arbitration Assi 


announced recently 


\merican clation was 
by representatives ot 
Surety 


Casualty and 


National Association of 
Insurers and the 
\lliance 


the Association of 
Companies, the 


Independent \merican 


Mutual 


Participation in th 


Insurance 
arbitration pro 


gram, which was established by repre 
nation’s leading casualty 
with 


all companies writ 


sentatives of the 
Insurance companies in cooperation 
the AAA, is open 
ing the endorse- 


uninsured motorists’ 


United States. 


ment in the 

\lready participating in the nation-wide 
program are 72 capital stock companies 
ACSC, 68 members of 


44 members of the AMA. 


1 
annual 


belonging to the 
the N ATI and 

The 184 companies together have 
bodily 


mium writings in exc¢ 


automobile injury 


ss of $950 million 


insurance pre 


he standard family coverage arbitration 


provision calls for disputed claims to be 


AAA Ac- 
cident Claim Tribunal Rules previously 


arbitrated in accordance with 


adopted for the arbitration of disputes 
the uninsured motorists’ endorse- 
New York State. At the 
the New York endorsement was adopted, 
AAA worked 


out a system for hoiding arbitration hear- 


under 
ment in 


interested carriers and the 


ings on disputed claims. 


Che 


coverage has 


this 
necessary to ex- 


country-wide adoption of 


made it 
6 See C Austin, article cited at foot- 
note 15. 


Henry 


Miami Insurance Law Conference 


time 


pand the make arbitra- 


AAA facilities to 


tion machinery conveniently available in 


all geographic and political areas. 


To finance this expansion and to main 


tain the arbitration macl inery, an agree- 
ment has been reached by repre sentatives 
f the AAA, the Association of Casualty 
and Surety Companies, the National As- 
of Independent Insurers and 
Mutual In Alli- 


Under the current agreement, par- 


sociation 
the America! surance 


ance 


companies Will De 


] per cent of 


assessed on 
total 
bodily myury pre- 
nited States ex- 


New J ersey and 


ticipating 
the basis of 1/110 oft 


automobile liability 


miums written in the | 


clusive of Massachusetts, 
1955 


Kansas for the year 


Participating companies and their in- 


AAA 


sureds will be permitted to use the 


facilities at rates consicde rably lower than 


those in effect for nonparticipating com- 


ae 


panies. Participants will pay a single $50 


filing fee upon filing of papers f 


day or hearing 


tration, plus $50 for eac 
(Experience with 
York State has 
require 
Non- 


arbi- 


the first day 
New 


disputes 


beyond 
this procedure in 
that 


one day ot 


indicated rarely 


hearing. ) 


using the 


more than 


participating companies 


tration facilities will be charged at the 


approximately $300 
a $20,000 


commercial rate of 
for a $10,000 claim and $500 for 


claim. 


Companies interested in participating 
in the program should contact John East- 
man, Jr., tribunals vice president, Ameri- 
can Arbitration Association, 477 Madison 


Avenue, New York 22, New York. 





| News and Opinions 


Court Congestion Problem— 
Five Recommendations Discussed 


was the 
a recent speech given by Herbert 
Brownell, Jr Attorney General of the 
United Addressing t National 


he 
Conterence of Judicial Councils, he analyzed 


‘Ending Delay in Litigation” 


subject ot 


States 


hve recommendations pertaining to the elim 


mation of court congestion His speech 


follows in part 


‘Last year, you will recall, there was con 


vened, at my invitation, a Conference on 
Litigation 


Court Congestion and Delay in 


he presidents of the bar associations of 
the States and 


of other bar, judicial and 


larger cities and the heads 
research organiza- 
their 


agreed to coordinate 


nationwide drive 


and 
and to 


tions 
efforts 


met 


institute a 


to bring justice up-to-date in all our courts 


‘In recognition of the seriousness of the 
unanimously de 
established on a 
authorized the 


situation, the Conference 
cided that it should be 


continuing basis It also 


appointment of an Executive Committee to 


further its work. This Committee met last 
After 
factual material 
both State 


issued its initial Report. 


January receiving and carefully con 
submitted 


Fede ral, it 


sidering from 


organizations, and 


the Report sets forth over a dozen 


specific recommendations, which if imple 


mented, could eliminate delays in litigation 


even though delay has been permitted to 


become chronic in many areas. Some of the 
recommendations pertain specifically to ac- 
Federal E 


general applicability. 


courts. Others are of 

Today I like 
to limit my remarks to five recommenda- 
tions which pertain to all courts 


tion in the 
would 


“The first proposal calls for the establish- 


ment of centralized administrative supet 
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vision of all courts in a single head, prefer- 


ably the 
This administrator should have authority t 


chief judge of the highest court. 


promulgate uniform court rules and te 


places where congestio1 
supervi 


judges to 
Effective administrative 
requires the establishment in ever) 


assign 
is acute. 
sion also 
omce to 


jurisdiction of an administrative 


provide management and ministerial serv- 
+1 


ices fot e courts 


ommendation of the Ex 


ecutive Committee, which 


to the 


Che second re¢ 
is closely related 
first, is for the maintenance of mean- 
ingful and up-to-date judicial statistics. A 
survey conducted by the Institute of Judi- 
cial Administration discloses that adequate 
some jurisdictions 


statistics are lacking in 


and in others those kept are so old or in- 


Yet, 


judicial system operate effectivel) 


complete as to be meaningless. hov 
can any 
its work load? 


if it cannot determine 


“The third 


objective the 


recommendation has as 
adoption of modernized rules 
particular emphasis o1 


of procedure with 


the effective utilization of pretrial confer- 
and 


ences discovery procedures. 


‘The fourth recommendation 
the adoption of 


supervising court calendars that will result 


pertains t 
businesslike methods for 
in more efhcient use of the time of judges 
and to give 

sibility of the 


of litigation 


“Most and 
proper calendaring procedures are 
court 


full recognition to the respor 
court to control the progress 


judges lawyers 


to effective administration. 


bring out of 
cluttering up 
purpose. But equally 
serve to 
towards 
that it is 


“Frequent calendar calls 
moth balls 
the docket for no 


important, 


cases which are 


screening calls alert 
lawyers that their 


trial. It has been 


case is moving 
demonstrated 
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PERSONS AND EVENTS 


Radiation for Industrial 
Physicians and Lawyers will be offered 
by the Institute of Industrial Health and 
the College of Law of the University of 
Cincinnati during the week of Septem 


ber 9. The course is directed at the 


\ course in 


two 
professions simultaneously in order to 
enable each to understand the problems, 
limitations of the 
other when dealing with medical or legal 
problems that are posed by the use ol 


responsibilities and 


ionizing radiation 


Che School of Mutual Insurance Com 
pany Management will convene June 
24-28 on the campus of Purdue Univer- 
sity, West Lavfette, Indiana. The school 
is sponsored jointly by the National As 
sociation of Mutual Insurance Companies 
and the Department of Agricultural Eco- 
Purdue It has been planned 
managers and 
mutual 


nomics of 
chiefly for management 
personnel of 

The 


Insurance 


insurer;rs. 


Mutual 
that it 


school in 


tarm 
National Association of 
Age nts 


sponsor a 


announced 
would five-weeks 
theoretical and practical fire and casualty 
insurance The course, which will be 
held at Chapel Hill, North Carolina, for 
five weeks beginning June 17, is under 
the direction of Dean Laurence Ackerman 
of the University of Connecticut. 

Che president of the National 
Association of Insurance Brokers, Inc., 
is Merlin J. Ladd, of Boston, Massa- 
chusetts. He succeeds Hal D. Willson, 
of San Francisco, who served as presi- 
dent for the past two years 

J. Henry Smith, president 
executive assistant of the Equitable Life 
Assurance Society of the United States, 


New York, elected 


new 


vice and 


was unanimously 


not the possibility of trial but its imminence 


which results in the withdrawal or settle- 


ment of cases which will never be tried... . 


“The final recommendation of the Execu- 
tive Committee is for frequent conferences 
of members of the bar and judges to en- 
courage cooperation in efficient judicial ad- 
ministration and improvement through self- 
and interchange of 


criticism, evaluation 


views 


“In attempting to discuss the five 
substantive proposals which the Executive 
Committee recommended as basic require- 
effective to elimi- 


ments tor any program 


The Coverage 


president of the Health Insurance Asso- 
America at its recent annual 
He succeeds E. ns Faulkner. 

Roland H. Lange of the Hartford Fire 
Insurance Company was elected chair- 
man’‘and Charles M. Close of the Great 


American Insurance Company was elected 


ciation of 
meeting, 


vice chairman of the Executive Commit- 


tee of the Multi-Peril Insurance Con- 
Terence. 

At the first 
Nuclear Energy Liability 


sociation, the Hartford 


meeting of the 


Insurance As- 
Accident and In- 
demnity Company, the St. Paul Fire and 
Marine Insurance and the 
United States Guaranty 
Company 


annual 


Company 
Fidelity and 
re-elected to 
the Governing Committee 
J. Dewey Dorsett, manager, 
Richard C. Wagner, assistant general 
and secretary, and James B. 
Donovan, general counsel, were re-elected 


held NELIA 


were serve on 
for three years. 


general 
manager 


t 


O posts they have since 


was organized. 

Clarke Smith, United States manager 
and president of the 
Group, 


Royal-Globe Insur- 


ance was elected to a second 
Association of 
Casualty & Surety Companies. William 
T. Harper, chairman of the board and 
president of the Maryland Casualty Com- 


pany, 


term as president of the 


was elected vice president, also for 
term. J. Dewey Dorsett was 

general manager and Ray 
Murphy, general counsel 


a second 
re-elected 


Life Insurers 
follows: president, 
Joseph I. Cummings; first vice president, 
Richard B. Evans; second vice president, 
John T. Acree, Jr.; secretary, R. Howard 
Dobbs, Jr. 


The new officers of the 


Conference. are as 


nate court congestion and delay, it may well 
be that I have over-simpl fied the subject. 
This is not intended, for all of us who have 


ad occasion to consider this problem are 
aware that there is no one simple or right 
solution, . 


Code of Ethical Standards 
Adopted by Health Industry 


\ Code of Ethical Standards was unani- 
mously adopted during the recent annual 
meeting of the Health 
tion of America. 


Insurance Associa- 
he code requires each 


member insurance company to pledge itself: 
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“1. To offer only insurance providing ef- 
fective and real protection against such loss 
as the policy is designed to cover. 


2. To write its clear and 
direct without 


strictions and limitations. 


policies in 


language unreasonable re 


“3. To advertise its policies in such man 
ner that the public can readily understand 
the protection offered, and not use advertis- 
ing which has the tendency or capacity to 
misiead or deceive 


‘4. To select, train, and supervise person 


nel of integrity in a manner which will 


assure intelligent, honest, courteous sales 


and service. 


“5. To engage only in sales methods, pro 


and other transactions 


consideration to the 


motional practices 


which give primary 


needs, interest, and continued satistaction 


of the persons insured. 


“6. To endeavor to establish the insut 


ability of persons at the time of application 


in every instance where such insurability 


is a factor in the issuance or continuance of 
the insurance or in the liability of the 
insurer. 


“7. To pay all just claims fairly, courte 


ously, and promptly, with a minimum ot 


requirements 
“8. To continue research and experimen 


tation in order to meet the changing needs 


ot tl e public 


“9 To engage in keen, fair competition 


so the public may obtain the protection it 


needs at a reasonable price. , 


Financial Responsibility Laws 
Need to Be Publicized 


better informed 


financial re 


The public needs to be 
type 
and can do to 


as to what the security 
sponsibility laws are doing 
solve the problem of the irresponsible driver 
This conclusion ’ 
F Neu, Region II] representative, 
Motor Vehicle 
istrators, in his speech before the 
Third Annual Workshop Meeting of the 
National Association of Independent In- 


surers. His comments follow in part 


Kenneth 
Ameri 
Admin 


recent 


Was reached by 


can Association of 


I have had the pleasure in the 


reporting to you o1 the 


past of 
subject of financial 
particu- 
American 


and 
association (the 
Motor Vehicle Administra- 
endeavoring to accomplish in 
effectiveness of this part of 
effort. We have 
increasing numbers 


responsibility administration 


larly what our 
Association of 
tors) 
improving the 
the over-all safety 


Was 


been 


much concerned by the 
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of substitute programs that have found 
their way upon the legislative calendars of 


our states. 

programs of 
this 
find that compulsory insurance measures 


In checking the legislative 


those states holding year, | 


sessions 
have been introduced in many 
cluding Arizona, Connecticut, Indiana, Mary 
land, Minnesota, Missouri, Kansas, Nebraska, 
New Pennsylvania, Washington, 
Rhode am all the more 
concerned in reviewing this line-up because 
some of the 


states, in 
Mexico, 
Island and Texas. | 


mentioned are already 
of administering the 


states 
doing a good. job 


security-type financial responsibility law. 


During the past eight years I have had 


the opportunity of surveying the activities 
of financial 
many 
ommended and improvements in 
the law. We have pointed out more sim- 


plified procedures to handle the increasing 


responsibility departments in 


states. In each instance we have rec 


changes 


volume of paperwork, and have particularly 
dwelt matter of bringing to the 
itrention the which a 


upon the 
manner in 
financial responsibility law 


public’s 
well-administered 
an operate to do its part in ridding the 
irres] driver. We 
ncouraged departments to take 


iighways of the onsible 
more 
time. and effort to accumulate statistics to 
public that they already 


deal with 


show the have an 


effective law to irresponsible 


drivers. 


This 


dwell 


leads to the one point I! wish to 
that one of 


public 


upon. It is my opinion 


the outstanding reasons why the 
is being confronted with an increasing num 
ber of substitute measures being introduced 
into legislative sessions is the lack of united 
effort on the part of both the administrators 
and the insurance industry to inform the 
general public of the benefits of the security 
type laws already 


financial responsibility 


on the statute books. 


Regardless of how well a state is ad- 


ministering its responsibility law 
it will 
the clamor for a 


is told 


financial 
and the good 
never 


results it is claiming, 
down 


until 


serve to put 
substitute program 


to the public 


this story 


dedi 
other 
remember 


laud the efforts of 
workers on all of the 
must 
contributing 


Of course, we 
cated safety 
phases of safety, but we 
that the FR 


share to make the highways safe. 


laws are their 

(1) All FR administrators should follow 
the suggestions contained in our associa 
tion’s publication entitled “Procedural Guide 


(Continued on page 394) 
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Recent sarees of 


Ae 


\ ICHIGAN—Income gift certificates 
issued by colleges and universities 


setting up an annuity-type plan are not 
within the purview of the Mich‘gan Insur- 
ance Code and are not subject to regulation 
by the Insurance Commission.—An opinion 


was requested as to the legality of certain 
“income gift certificates’ issued under a 
plan adopted by’ Hillsdale College Che 


plan reportedly provides for a single o1 


lual lite gift annuity contract with pay 
ment of trom 3 to 7 } per cent fora single 
donor and payment of 2.8 to 7.2 per cent 
for joint annuitants. Funds which the donot 
passes to the college are designated as pro] 
erty of Hillsdale College posi ea irked 
for eventual college purposes Upon rece ipt 
of the itt, the college ATT heh becomes 
obligated to make stated semiannual pay 
ments to the donors 


Che Attorney General declared that the 


Insurance Code cannot be stretched so as 


+ 


o include all conceivable types of annuities. 
red by 
insurance 
tional 
institution might eventually progress so fat 


could fall 


How 


he annuities that are presently cove 
‘ 
the code are 


those written by 


companies. He noted that an educa 


Writing annuities a it into 


the category of an insurance company 
ever, he said esent time 
that the 


made 


appears at the pr 
educational institutions have not 


annuity writing a major portion of 
that the 


within 


their activities. It was concluded 


above annuity-type plan was not 


Insurance Code and awas 
culation by the Insurance 
Opinion of the Michigan At 


Marcl 25: 1957. 


he scope ol the 
ubject to re 
Commission.- 


iorney Genera 


N ORTH CAROLINA—The state’s tort 


claims act would not apply retroac- 
tively. It would be construed as a condi- 
tion precedent to the bringing of an action. 


Attorneys General 





\ question pertaining to the prospective 
peration of the North Carolina tort claims 
act (Section 143-299 of the North Carolina 
General Statutes) was submitted to the At- 
torney General. The facts from which the 


1] 


question arose were as follows \ young 


man, now 21 years old, was injured by a 


school bus in 1943 1944 \s a conse- 
quence, he now wears a plastic silver 
plate in his forehead and suffers from con- 
stant headaches and other disabilities. The 


specific question involved was whether he 


now has a right of action under the tort 


The Attorney General answered the ques- 
tion in the negative. Reference was made 
to Hicks 


Ki ney, 189 N. ¢ 316, where 


it Was stated “There is always a pre- 


sumption that statutes are intended to oper- 
ate prospectively only and words ought not 


to have retrospective operation unless they 


are so clear, strong and imperative that no 


exed to them, or 


other meaning can be ant 


unless the intention of the Le 
not be 


General 


gislature can- 
The Attorney 
General As- 
tort claims act in 195], 





otherwise satisfied.” 
noted that when the 
sembly adopted the 
it was made retroactive as to claim- 


ants who 


certain 


were named therein Thus, he 


said it appears that any having a 


person 


cause of action which arose six or seven 


act’s passage and whose 


to whom 


years before the 


name was not listed among those 


the act states that it is to apply retro 


actively, would barred. 
could 
arolina Su- 


lustrial Commission 


As far as the Attorney General 
ascertain, neither the North C 
preme Court nor the In 
had decided whe 
Statute of 
condition precedent to the 
action. 


ther the act should be con- 
strued as a limitations or as a 
bringing of the 
pro- 
stated in 


However, he noted that the 


visions of the tort claims act are 
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the identical terms of the act deal- 
workmen’s compensation claims 
97-24(a) of the: North 
Statutes), and that the 
had been held to be a condition precedent 
to the right of compensation. It 
cluded that under the above facts no right 


almost 
ing with 
(Section Carolina 
General latter act 


Was con- 


THE COVERAGE- 


for Administration of Financial Responsi- 
bility Laws,” which 
method of administering a 
responsibility department. | 
suggest that this is a publication that the 


insurance industry could well afford to study 


sets out the modern 
state 


would 


financial 


also 


to give it a better idea of what goes on in 
the processing of financial responsibility cases. 

(2) There is set out in this publication a 
very simple and effective system of gather- 
ing statistics from all of the cases processed 
at the time of evaluation of the case. This 
system will give you the following definite 
the accident case 
accident 


information on each case: 
number, the county where the 
occurred, the number of drivers and owners 
involved, the number covered by insurance, 
those exempt from posting security, total 
amount of property damage and total amount 
of personal injury. This information is re- 
left-hand a punch 
This can be key punched, matching 
information on the right side of the 

It can then be processed through a 


corded on the side of 
card. 
this 
card. 
tabulating machine at the end of each week 
month and, thus, 
figures for each county in the state. 
and this information can then be 
into a sent to 


or each show the exact 
These 
hgures 
processed news story and 
each county newspaper in the state as often 
as possible. As time month by 
month year by year comparisons can 


be made and publicized. 


goes on, 


and 


(3) is end ot 


that at the 
figures obtained 


suggested 
each year a recap of the 
by the above method should be printed in 
pamphlet form and given wide circulation 
not only to newspapers but also to county 
enforcement officials, legislators, local safety 
and other interested 
should be informed as to what is 
going on at the state and local level to 
suppress the irresponsible driver. With this 
flood of material going to the public, I am 
that it will have a tremendous effect 
in putting down the clamor for these sub- 


organizations 
which 


groups 


sure 


stitute programs. 
(4) In every state there should be formed 
a cooperative committee of industry under- 
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of action would be available under the tort 
claims act since the act would not apply 
retroactively. He added that he thought the 
act would be condition 
precedent to the bringing of the action.- 

Opinion of the North Carolina Attorney Gen- 
eral, April 26, 1957. 


considered as a 


Continued from page 392 


writers and publicity men which would sit 
with the FR administrator in order 
to keep abreast of progress and needs, and 
keep the ball rolling on public information 
Also, this committee could cooperatively 
iron out many mutual problems of admin- 
etc., that would 
be beneficial to all concerned. We as admin- 
would this and I know 
a cooperative industry, would 


down 


istration, redesign of forms, 
istrators welcome 
that you, as 
be eager to join with us. 

(5) Our financial responsibility adminis- 
trators should receive more invitations from 
the insurance industry to meet with and 
appear before claims meetings, agents meet- 
ings and annual in order to tell 
the FR story. 

(6) The facts of the FR story should be 
taught as part of the driver education pro- 
Putting the cor- 
rect story across in this area now may save 
us a lot of trouble in the future. 


meetings 


gram in all high schools. 


(7) Individual insurance company public 
relations departments and public relations 
departments of insurance associations should 
continually hammer away at the benefits to 
be derived from the FR laws and how they 
are now doing a good job in protecting 
the public 

(8) The have little, if 
money to spend in continual programs to 
publicize the FR and I know they 
would financial 


counsel. 


states very any, 
laws 


your help as 


appreciate 
well as your technical This is 
money well-spent, because a_better-informed 
public will certainly turn out to be a better- 
insured public. 

(9) Insurance companies should continue 
their agents in the benefits of 
the security-type financial responsibility law 
as compared to a compulsory 
program. A well-informed agent 
capable of citing this difference and of quot- 
ing statistics is a real asset to his company 
and to his community, f 
strength against 
programs. 


to educate 
insurance 


who is 


tower ot 
substitute 


and a 
agitation for 
have listed only a 


As you can see, I 


few suggestions 
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NEGLIGENCE 
Summaries of Selected Decisions 
Recently Reported by CCH 
NEGLIGENCE REPORTS 


Court Analyzes Liability 
of Fertilizer Manufacturer 


A negligence action could not be main- 
tained against a fertilizer manufacturer 
for damage to a corn crop since there 
was an absence of privity of contract. 
Seventh Circuit. 


An was brought the plaintiffs 
o recover for damage to a corn crop caused 
by the 


action by 


‘ 


use of allegedly defective fertilizer 
manufactured by the defendant. The 
to show that the plaintiffs 
purchased the fertilizer from an independent 
April 5, 1952, and 


that this fertilizer was applied to the plain- 


evi- 
dence tended 


farm supply company on 


tiffs’ fields when corn was planted in the 
middle of May Che 
early June that the corn did not come up 
naturally 


plaintiffs noted in 
This condition was continuous 
i An action was 
1954, in which the 
negligent manufacture of the fertilizer was 


and progressive in nature. 
? 


commenced on May 25, 


alleged in count one, and four other counts 
of warranty. The lower court 
the defendant 
count one and submitted to a jury the issue 
the defendant’s liability 
warranty. A verdict 


illeged breach 


directed a verdict for on 


ot for breach of 


and judgment 
the defendant. 


were 
rendered for 
The court of appeals affirmed the 
the defendant It 


judg- 


ment for declared that 


Negligence 


Selected Decisions _ 
from All Jurisdictions 


the count charging negligence 


held 
statute 


was not 
the 
applicable 
to actions for damage to pe The 
statute was held not to have begun to run 
until the 


resulting 


barred, as by the trial court, by 


two-year ot limitations 


rsonalty. 


plaintiffs suffered a legal injury 
in damages susceptible of ascer- 
However, the court ruled that the 


plaintiffs could not maintain 


tainment 


an action in 
negligence because of 
that 


when 


a lack of privity of 
that 
was 
dangerous and unsafe for use for the pur- 
for which it was intended, there 
no basis for holding that the defendant had 


contract. It said even assuming 


the fertilizer tree from defect 


pose 


was 
knowledge of any defect concerning which 
it was under obligation to notify the plain- 
tiffs—Gahimer et al. v. Virginia-Carolina 
Chemical Corporation. United Court 
of Appeals for the Seventh Circuit. February 
18, 1957. 6 NEGLIGENCE CASEs (2d) 1042 


States 


Lessee’s Liability for Fire 
Not Relieved by Surrender Clause 


A lease’s surrender clause provided that 
the lessee would return the premises in 
“substantially as good condition as re- 
ceived, loss by fire excepted.” The 
clause did not relieve the lessee from lia- 
bility for fire damage caused by its negli- 
gence. Iowa. 


The lessee was the plaintiff in an action 
which is not material to this 
The lessors (defendants) filed a conterclaim 


discussion. 


for damages for destruction of their build- 
ing by a fire which was allegedly caused 
The counter- 
claim stated that the lessee’s negligence in 
cutting two openings in the firewall on the 


by the lessee’s negligence. 
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east side of the building caused the fire to 
spread to the lessee’s building from the one 
The this. 


Subsequently the lessee amended its an- 


east of it. lessee denied 
swer by alleging that a written lease relieved 
it from liability for the fire irrespective of 
whether the fire was caused by its negli- 
that the 
prepared by the 


gence. The lessor replied lease 
printed form 
that the language upon 
by the lessee was ambiguous as to its legal 
effect should be 
against the lessee. 


part: 


WwasS ona 


lessee, and relied 


and construed - strictly 
The lease provided in 
“Tenant agrees that upon the 
termination of this lease the demised prem- 
ises will be in substantially as good condi- 
tornado, 
earthquake or any unavoidable casualty and 
ordinary and tear The 


trial court ruled that the terms of the lease 


tion as received, loss by fire, 


wear excepted.” 
did not relieve the lessee from liability for 
from fire caused by the lessee’s 
The 
judgment and the lessee appealed. 

Held: Judgment affirmed for the lessors. 
In holding that the above surrender clause 
did not relieve the lessee of liability for the 
fire, the court referred to Oscar Ruff Drug 
Company v. Western lowa Company, 191 lowa 
1035, 181 N. W. 408, wherein a sweeping 
exemption clause was held not to have re- 
lieved a landlord 
gently repairing, altering and reconstructing 
a portion of the building 
made to 51 
“Landlord and Tenant,” 


damages 


own negligence lessors received a 


from liability for negli- 


Reference was 
Corpus Juris Secundum, 
Section 414, which 
“Whether an exception of liability 


also 


states 
for injury by fire includes a fire caused by 
the tenant’s 
intention of the 


negligence depends on the 
but, 
exception clearly contemplates damage caused 
by the will not be 
construed to except liability for such injury.” 
—Sears Roebuck & Company, Inc. v. Poling 
Supreme Court, March 5, 1957. 6 
Cases (2d) 1150. 


parties, unless the 


tenant’s negligence, it 


lowa 
NEGLIGENCI 


Concussion Damage Action 
Sounded in Tort 


An action, in which no negligence or 
wrongful act was alleged, was brought to 
recover for vibration and concussion dam- 
age to a building. The action sounded in 
tort and, thus, was governed by the stat- 
ute of limitations applicable to tort ac- 
tions. Oklahoma. 


The plaintiff brought an action against 


the city to recover for damages to her 


building caused by violent vibrations result 
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ing from the use of heavy construction 
machinery by the city’s contractor in con- 
structing a sewer. The action was brought 
more than two years after accrual but less 
than three years. The city contended that 
the action was barred by the two-year stat- 
The 
plaintiff, however, argued that a three-year 
statute of limitations applied. The 
court agreed with the plaintiff, and 


ment 


ute of limitations applicable to torts 


trial 
judg 
was entered accordingly. The city 
appealed. 

The 


judgment. 


state supreme court reversed the 


The issue raised on appeal was 


whether the above action was barred by 
the two-year statute of limitations applicable 


to tort actions. 


The plaintiff took the position that the 
present because 


case did not sound in tort 


she had not alleged negligence or any 
wrongful act on the part of the city. In- 
that the action was for 
Article 2, Section 24, 
Constitution which pro- 
property shall not be 


public use without 


stead, she argued 
under 
Oklahoma 
that private 
taken or damaged for 


compensation 
of the 
vides 
just compensation. It was claimed that this 
right is in the nature of an implied contract 
rather than an tort. The 
did not agree with this contention. It said 
that the wrongful act which was pleaded 
and proved was the use of heavy construc 


action in court 


vibrations to 
the build- 
construction and re- 
said to be the 
rightful and necessary result of constructing 
Notwithstanding the plaintiff's 
tor- 
There- 


tion machinery which caused 
go through the earth and damage 
ing. This manner of 
sultant injury cannot be 
a sewer 


contentions, the city’s wrongful and 
tious act was pleaded and proved 
plaintiff's was barred by the 
statute of limitations applicable to torts. 
—City of Oklahoma City v. Daly et al. Okla- 
March 12, 1957 6 
1091, 


fore, claim 


homa Supreme Court. 
NEGLIGENCE CASEs (2d) 


Short Short: Fourth Circuit 


The doctrine of res ipsa loquitur was not 


applicable in an action by a shopper who 


sustained injury because of the presence of 


a foreign substance on the step of an escala 
tor. \ 
the court 


review of the authorities convinced 
that the 


those 


doctrine was applicable 


only in cases involving personal in 
juries due to the mechanical failure or im- 
proper operation of 
Sears Roebuck ¢ 
Court of 
March 12, 
1102. 


escalators.—White vw. 
United States 
Fourth Circuit. 
NEGLIGENCE CASEs (2d) 


Company 
Appeals for the 
1957. 6 
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LIFE 


Summaries 


of Selected 
Decisions Recently Reported 
by CCH LIFE INSURANCE 
REPORTS 


Court Rules Against Issuance 
of Variable Endowment Contracts 


Fraternal benefit societies are not author- 
ized to issue variable endowment con- 
tracts. The Insurance Commissioner can 
enjoin the contracts’ issuance not only in 
this state but also in all others. Con- 
necticut. 


The Connecticut Insurance Commissionet 


brought an action for a declaratory judg 


ment and an injunction against a domestic 


fraternal benefit society in order to stop it 
from issuing a proposed policy to be known 
as a variable endowment contract. In ad 
variable 

10,000 


represents an initial in 


dition to conventional benefits, a 


endowment would be payable in 


“units.” Each unit 


vestment of $1 in the variable endowment 


fund, the corpus*of which would be invested 


and reinvested by the 


msurer il common 


stocks, equity-type securities and other law- 


ful investments 


held that the 
was not authorized to issue variable 


The state supreme court 


insurer 
under its charter 


endowment certificates 


and the statutes governing fra 


Chapter 299, Section 


Connecticut 
ternal benefit 
6244, 
powers fraternal benefit societies to issue to 
thei 


societies 


Connecticut General Statutes, em- 


members “term, life, endowment and 
annuity certificates and combinations thereof.” 
he insurer’s charter empowers it “to pay 
endowments, an 
court stated 


as used in 


its members, while living, 


nuities or other benefits.” The 
that the 


section 


“endowment 
limited to 


word 
o244, 


upon 


was certificates 


issuance, set forth the 


to be 


which, thei 


amount of money paid the insured at 


maturity as a fired number of dollars 


It was noted that the sale of an interest 


in an investment fund, from which the pur 


chaser derives a periodic return because of 


his participation in the fund, is a perfectly 


legitimate venture. However, the court said 


it is entirely different from insurance 


endowment and annuity provisions be- 


cause the element of protection, which is 


the very nature of insurance, is lacking. 


Life, Health—Accident 


The court declared that the 
placed by the 
statute law is 


interpretation 


courts of a state upon its 
generally 


courts of other jurisdictions. 


determined that 


accepted by the 


Since it was 


the proposed variable en- 


dowment policy was not one within the 


power of the defendant to issue, the Con- 


necticut Insurance 


vent its 


Commissioner can pre 
his state but 


only in his 
others.—S pellacy, Commissioner 


issuance not 


also in all 


eta v 


Association 


April 


American Life Insurance 
Connecticut Supreme Court of Errors. 
Lire Cases (2d) 307 


term, 1957. 3 


Insurer's Duty of Inquiry— 
Suspected Heart Condition 


The insurer’s inquiry, based on a sus- 
picion that the applicant had a heart con- 
dition, revealed only negative reports. 
Suspicion alone did not call for further 
investigation or destroy the insurer’s 
right to rely on the applicant’s repre- 


sentations. Fifth Circuit. 
“he insured application for life 
1952. He gave 
+} 


surance on Marcl wrong 


rs to 


several quest at might 
revealed the fact thi | Ne iffered 


1947 


treatment. The 


heart attack in since been 


undet nedical di- 


tor evidently suspected, for some reason 


not inquired into at trial, that the insured 
had 


An investigation revealed only negative re 


once suffered from a heart disorder. 
ports, however, and the policies were issued 
on May 21, 1952. On October 21, 1952, the 


insured died of a heart attack 


The insurer’s investigator 

anonymous 

to a ‘tor who ealed the full history 
of the insured’ art troubl The 
sought to 


insurer 
rescind policies due to the 


insured’s misrepresentations, and the bene- 
brought the 


cover the policies’ proce eds 


nciwary present action to re- 


Judgment was awarded to the beneficiary 
and the insurer appealed 
The court of appeals reversed the 


ment a hat | urer’s 


judg- 
mere 
suspicion 

bevond 

(2) the fact that 
vestigation did not preclude it fr 

on the insured’s misrepresentations 
Nex 


Strude 


tron 


insurer 


York 
Ur ited 


Fifth 


policies 


poses of rescinding the 


Life 


States 


Insurance Company 
Court of Appeals for the 
April 5, 1957. 3 Lire ¢ 


cuit ASES 
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| Summaries of Selected Deci- 
sions Recently Reported by 

| CCH FIRE-CASUALTY IN- 

| SURANCE REPORTS 


Change of Property's Location— 
Agent's Ostensible Authority 


There was no forfeiture of insurance 
coverage because of a change of location 
of the insured property since the insurer’s 
agent had ostensible authority to extend 
the coverage and had agreed to do so. 
Alabama. 


action under a 
fire policy to recover for the destruction of 
certain property in Bristol, Tennessee. The 
insurer contended that the property was 
only covered while it was in the described 
premises in Birmingham, Alabama, and that 
there was a forfeiture of coverage when it 


The insured brought an 


The insured’s 
replication was that the insurer’s agent had 
approved the removal of the property and 
had extended the coverage of the policy. 


was removed to Tennessee. 


The insurer’s defense to the replication was 
that the agent’s authority was limited to 
writing policies covering property in Jack- 
son County, Alabama, only. After three 
trials and two appeals, the insured finally 
prevailed on the theory that the insurer’s 
extend 
An appeal was taken. 


agent had ostensible authority to 
the policy’s coverage. 

Held: 
There was no doubt that the agent had no 
actual authority to make the contract and 
that the usual custom of the agent was not 


Judgment affirmed for the insured. 


to make such a contract. The court said that 
it was a question of fact for the jury as to 
whether the insured, acting with ordinary 
prudence and reasonable diligence, should 
have regarded the agreement to be “of such 
an unusual and improbable character” as 
to be put on 
authority. 


limited 
Since the jury decided that the 
insured was not put on notice, the agent’s 


notice of the agent’s 


ostensible authority bound the insurer. 
The 
the rule of 


that to 
“would 
It was argued that an 


insurer contended approve 


this case lead to most 
astounding results.” 
agent might even insure property located in 
China and the insurer would have no effec- 
The court, however, 

this 


tive control over him. 
was not 


398 


impressed by argument. It 
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said that if an agent fails to perform his 
agreement, he will ordinarily be liable to 
the principal for the loss sustained thereby 
The insurer has the power to determine the 


conditions of the agency and may protect 
itself by requiring surety bond. It may 
terminate its contract at the first sign of 


The insurer has all the advan- 
tages of selection and must bur- 
dens thereof if it has failed to choose one 


infidelity. 
bear the 


faithful to the agency agreement. The court 
added that where a member of the public 
deals with an agent without notice of his 
limitations as to territorial jurisdiction, the 
burden should not be placed on the insured 
of inquiring into the agent’s real authority. 
—British General Insurance Company, Ltd. v 
Alabama Su- 
preme Court. March 21, 1957. 9 Fire AND 
CASUALTY Cases 115. 


Extended Coverage Endorsement 
of Fire Policy Construed 


Where flood waters were diverted into 
the insured’s shop by an automobile, the 
damage was not a direct loss caused by 
a vehicle within the meaning of an ex- 
tended coverage endorsement of the in- 
sured’s fire policy. Eighth Circuit. 


The insured was the operator of a shop 
in the City of Hot Springs, Arkansas. The 
street on which the shop was located formed 
the bottom of a narrow valley which in 
periods of rainfall exceeding the capacity of 
storm sewers becomes a drainway funnel- 
ing water through the city. One morning 
there were severe cloudbursts and the street 
was flooded to a depth of at least three 
feet. Water entered the insured’s shop and 
caused damage in excess of $16,000. 


The insured’s fire policy had an extended 
coverage endorsement which provided ve- 
hicle damage The endorsement 
provided in part that “Loss by vehi- 
cles shall include only direct loss resulting 
from actual physical contact of ...a vehi- 
cle with the property covered hereunder or 
with the building containing the property 
covered hereunder 7 


coverage. 


The insured brought an action to recover 
his loss under the extended coverage pro- 
He alleged that at 
flood an automobile was 
the force of the flood waters 


visions of his policy. 
the time of the 
propelled by 
onto the sidewalk in front of his shop in 
such a manner that it diverted flood waters 
against the shop’s door, causing it to break 
down and let water into the shop. (Flood 
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wate! 


entered some but not all of the othe 


buildings on the street.) 


The that lodged in 
the insured’s shop struck the 


automobile front of 
front of the 
building and caused a little crack in a tile 
below a window, 
tered the shop due to this crack. 
water through the 
some little distance 
The trial court 
ment for the 
(1) no was caused by the 
the vehicle with the building and (2) t 
proximate . 


However, no water en- 
All of the 
door opening, 
from the car itself. 
a summary judg- 
insurer on the that 


contact ol 


entered 


granted 
grounds 
lose 
: 
was the 


cause of the damage 


flood water and not the vehicle. 


The court of appeals affirmed the judg 
ment for the court that 
the insurance covered direct loss by vehicle 
and as the flood was the motivating 
the loss was not covered. 


insurer. The said 
force, 
[t could not rea- 
sonably have been within the contemplation 
of the parties when they entered into their 
that 
nor 


flood damage was to be 
that 
conclusion 


contract cov- 
reasonable 
that 


loss 


can it be said 
minds could differ on the 
this is flood 


by vehicle.” The 


ered, 
damage and not “direct 
added that only 
could it be 
said that the flood damage Was covered in 
Habaz v. Employers’ Fire 
United Court of 
Eighth Circuit. May 1, 
AND CASUALTY CASES 125. 


court 


through a forced construction 
this instance.- 
surance Company States 
Appeals tor the 


1957. 9 Fir 


Theft Coverage 


The following cases involve a consider- 
ation of the theft provisions of insurance 
policies. 
‘Tee INSURED, a 
brought an 


action 


trucking company, 


against its theft in 
value of 35 bags of 


Surer to recover the 


allegedly stolen from one of its 
Although 
theft, 


tor thiefs to 


coffee 


trucks there was no 


dence of a there were of 


have stolen the coffee The 
involved in the 
(1) there 


a theft 


issues case were whether 
was sufficient evidence to show 
and (2) the out of the 
infidelity of any of the insured’s employees. 
The jury found 


while on the 


loss arose 
that the coffee was stolen 
truck and that the theft was 
not due to the infidelity of any of the in- 


sured’s employees. An appeal was taken. 


that there 
was suflicient evidence to support the jury’s 
findings. 


Che court of appeals found 
destruc- 
tion, authorized removal, or loss by falling 


from the 


“Absent any evidence of 


trailer, it is a fair and indeed 


Fire and Casualty 


that the 
The insurer’s contention 


almost an inescapable inference 
bags were stolen.” 
that the burden of proof was on the insured 
it result from 
its employees’ infidelity was rejected by the 
court.—Ruffalo’s Trucking Service, Inc. 7% 
Vational-Ben Franklin Insurance Company of 
Pittsburgh, United States 
Court of Second Circuit. 
May 8&, ASUALTY CASES 
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to establish that the loss did mn 


Pennsylvania 
Appeals for the 
1957. 9 FIRE AND ( 


N ANOTHER CASI 


an action 


the plaintiff brought 
against the defendant, the oper- 
establishment, for 
l delivered 
The defendant im- 
} 
i 


ator of a dry cleaning 


} 


the loss of a suit which was not 


to him on demand. 


pleaded his insurer, contending that it was 
liable for the loss under a bailees’ custom- 
er’s policy. The plaintiff obtained a judg- 


o obtained 


Both de- 


ment against the shop operator, wl 


a judgment against the insurer. 


fendants appealed 


evidence as to what 
happened to the clothes. 
upon circumstan- 

shop 


There was no direc 


actually suit of 
Thus, reliance was placed 
tial evidence It was the operator’s 
custom to deliver clothes to whoever called 
without requiring identification 
had 
evidenced 

It was 
conclude that the plaintiff’s 


oO Was 


for them 


: ' 
and without ascertaining it the party 
authority to receive them Chis 


a lack 


reasonable to 


of due care, the court said. 


clothes were delivered to someone wl 


either posing as the plaintiff or calling for 
iF this 


the suit in the plaintiff's name. Since 


amounts to a misappropriation of property 


belonging to another, the in was held 
Holder z Lockwood 

Court of Appeal 

AND CASUALTY ( 


liable Louisiana 


February 9 Fret 


“ASES 119 


CASE involved 
theft in- 
The 


~ mysteri- 


ae ITHER RECENT 


an action brought against a 


surer to recover for the loss of a ring. 
plaintiff claimed that there was a 
ous disappearance” of the insured property. 


The policy provided in part 


“Mysterious 


disappearance of any insured property, ex- 


cept a precious or semi-precious stone from 
watch or piece of jewelry, 
Che 


sur- 


its setting In any 
shall be pre sumed to be due to theft.” 
facts 


court held, however, that the 


ppearance tended to 
show that the ring was lost or mislaid, and 


that the theft 


rounding the ring’s disa 


presumption of because of 
could not be 
welers Indem- 
Court of Appeal. 
AND CASUALTY 


“mysterious disappearance” 
applied.—Deckler et al. v. Tr 
nity Company 
March 25 


122. 


Louisiana 


1957. 9 Fire 


CASES 
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Summaries of Selected Decisions 
Recently Reported by CCH 
AUTOMOBILE INSURANCE 
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Married Couple's Trip 
Not Joint Venture 


The fact that the plaintiff and her husband 
traveled together and acquiesced to each 
other’s wishes in the manner in which 
they operated the car was not sufficient 
to make their trip a joint enterprise. 
Virginia. 

The plaintiff was riding with her husband 
collided with a bus belonging to 
hey had just re- 
Richmond, Virginia, from Hot 
where the husband had 
been medically treated. Both the plaintiff 
husband paid for the 


when he 
the defendant company. 
turned to 
Springs, Arkansas, 
and her gasoline at 
various times during the trip. The car was in 
When the husband 

usually 


name 
would 


the plaintiff's 


was driving he accede to 
the plaintiff's wishes whenever she wanted 
Neither party 


the bus until shortly before the crash 


to stop tor any reason. Saw 


The defendant admitted the negligence of 


its driver, and there was evidence to show 


that the plaintiff's husband was contribu- 
torily 
an instruction, which 
whether or not the plaintiff and her husband 


negligent. The defendant re quested 


was refused, as to 


were engaged in a joint enterprise. 


The court returned a 
the plaintiff. The question to be determined 
on appeal was whether the plaintiff and her 
husband had been engaged in a joint enter 


lower verdict for 


prise so that the husband’s negligence could 
be imputed to the plaintiff. 


The state supreme court held that a joint 
stated that 


existing 


enterprise had not existed. It 


and usual courtesies 


husband 


the normal 


between a and wife on a motor 
trip and the willingness of each to acquiesce 
in the reasonable wishes of the other as to 
the manner in which they operate the car 
is not the character of conduct which neces 


The 


their 


establishes a 
held that in the 
was not due to a 


sarily joint enterprise 


court present case 


conduct community in- 


terest tor the accomplishment of a com- 


mon purpose or object, but was merely the 


result of their marital relation. The judg 
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ment for the plaintiff was aflfirmed.—lir 
gima Transit Company et al. v 
Virginia Supreme Court of Appeals. 
) 


3, 1956. 8 AuTOMOBILE CAsEs (2d) 


Simmons 
April 


74% 


Subrogation Not Barred 
by Insured’s Settlement 


The insurer paid the insured the full 
amount of his property damages and re- 
ceived a subrogation agreement. The 
insured then sued for personal injuries 
and property damage, and recovered a 
sum less than that sought for personal 
injuries alone. He was nevertheless liable 
to the insurer for the amount paid for 
his property damage. Kansas. 


(defendant) was 
a collision 
(plaintiff) 


property 


The car of the insured 
damaged and he was injured in 
His insurer 


amount of his 


another 
paid him the full 
damages and in return received a subroga- 
The insured later instituted 

third for personal 
with the insurer’s consent, in- 


with car. 


tion agreement. 

suit against the party 
injuries and, 
cluded an item for 
the suit was won by the insured, the insurer 


property damage. If 
was to receive the money originally paid for 
third of the at- 
notice 


the damaged car less one 
he insured, without 
to the insurer, settled out of court for sub- 
amount requested 
The insurer 
recover the 


torney s’ fees. 


than the 
for personal injuries 
then brought an action to 
amount paid to the insurer for his property 


stantially less 


alone. 


damage less the amount of agreed attorneys’ 
The that he 
not liable on the ground that the amount of 


fees. insured contended was 


the settleme:t was less than the personal 
injuries he sustained. Judgment was awarded 


to the insurer and the insured appealed. 


Held: Judgment affirmed for the insurer. 
The insured argued that he was entitled to 
a jury The that the 
evidence was not controverted in any essen- 
tial particular. The main point of departure 
from 


trial, court answered 


was whether the insured’s 
the third 


sustained by the 


recovery 


party was less than the damages 


insured for his injuries. 
Since the insured offered no conflicting evi- 
dence, no issue of fact existed and the denial 
of a jury trial did not prejudice the insured. 
The court ruled that the trial court properly 
that the held the 
(less the amount 


concluded insured sum 


received from the insurer 
of agreed attorneys’ fees) in trust for the 
insurer.—Western Fire Insurance Company % 
Phelan. Kansas April 7, 


1956. 8 AutTomMoBILE CAses (2d) 775. 
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Supreme Court 





In Futwurvce Gssues 


THE SUBJECT ‘“‘Interest on Judgments Under 
Liability Insurance Policies’’ will be discussed 
by B. G. Ramsey. Since interest was not recog- 
nized at common law, all interest is derived 
from statutory authority. The author analyzes 
applicable policy provisions. This analysis 
is augmented with many cases. Some courts 
have held that an insurer's obligation to pay 
interest extends only to that part of the judg- 
ment for which the insurer is liable. Other 
courts have held that the insurer must pay 
interest on the entire judgment—even that 
portion thereof in excess of policy limits. 


“THE POLICYHOLDER and His New World of 
Federal Taxation,"’ by Philip C. Heady, and 
“The Significance of Questioned Documents 
in Insurance Problems,’’ by Herman V. Bennett, 
will appear in the July issue of the JOURNAL. 
Both papers were presented at the Miami In- 
surance Law Conference, but could not be 
published in this issue due to lack of space. 
Mr. Bennett points out that many spurious 
documents go into the record simply because 
they are never challenged. 
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